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1. Additional Incorporated Exhibits

A. The following additional exhibits are attached, incorporated herein, and made a part hereof by

this reference:

1) Exhibit A

The Narrative Proposal submitted by the Contractor
on (enter date) but only to the extent that such
provisions are a response, or are otherwise related to
the California Health Care Option Request for
Proposal Number 06-55000, as incorporated into this
Agreement by reference.

X page(s)

2) Exhibit B

The Cost Proposal submitted by the Contractor on
(enter date).

X page(s)

3) Exhibit H

HIPAA Business Associate Addendum

7 page(s)

B. The following documents and any subsequent updates are not attached, but are incorporated
herein and made a part hereof by this reference. These documents may be updated
periodically by CDHS, as required by program directives. CDHS shall provide the Contractor
with copies of said documents and any periodic updates thereto, under separate cover. CDHS
will maintain on file, all documents referenced herein and any subsequent updates.

1) CDHS Health Administrative Manual Section 6-1000 [Staff must retain this entry if a
HIPAA Addendum is incorporated into the agreement. Until the cited HAM Section is
made available on CDHS’ Internet web site, Program staff must mail a copy of the cited
HAM Section to the Contractor and must be diligent in mailing all future revisions to the
cited HAM Section as well throughout the term of this agreement.]

2) Exhibit name (i.e., Program Manual)

3) Exhibit title (i.e., Numbered Program Policy letters)

Contract Amendments

Should either party, during the term of this agreement, desire a change or amendment to the terms
of this Agreement, such changes or amendments shall be proposed in writing to the other party,
who will respond in writing as to whether the proposed changes/amendments are accepted or
rejected. If accepted and after negotiations are concluded, the agreed upon changes are subject to
the CDHS's official agreement amendment process. No amendment will be considered binding on
either party until it is formally approved by the CDHS.

Cancellation / Termination

A. Immediate Termination for Cause

The CDHS reserves the right to immediately terminate this Contract in whole or in part by
providing written notice to the Contractor after the occurrence of any of the following:

1) If the Contractor knowingly furnished any statement, representation, warranty or certification
in response to the RFP resulting in this Contract, which representation is materially false,
deceptive, incorrect, or incomplete;
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2) If the Contractor fails to perform any material requirement of the Contract or defaults in the
performance of this Contract;

3) If CDHS determines satisfactory performance of the Contract is substantially endangered by
the action or inaction of Contractor, or can reasonably anticipate such endangerment;

4) If the Contractor files for bankruptcy or, if in the judgment of CDHS, the Contractor becomes
financially incapable of completing this Contract; or

5) Notwithstanding paragraphs above, if the Contractor has failed to fully comply with the
requirements for a Contingency Plan and Procedures described in Exhibit A, Attachment II,
Section 10.6, Disaster Prevention and Recovery — Disaster Recovery, (or has failed to carry
out the Contingency Plan as required by Exhibit A, Attachment II, Section 10.6, Disaster
Prevention and Recovery — Disaster Recovery). The cause of such a failure shall, under no
circumstances, be determined to be beyond the control of the Contractor.

In the event of termination for any of the causes described in Exhibit E, Additional Provisions,
Section 3.A.1) through 3.A.5), above, CDHS shall not be liable for any costs beyond those
incurred by the Contractor for activities approved by the Contracting Officer, up to the time that
notification of termination is served. In the event the CDHS terminates this Contract in full or in
part as provided in this clause, the CDHS may procure, upon such terms and in such manner as
the Contracting Officer may deem appropriate, supplies or services similar to those terminated,
and the Contractor shall be liable to the CDHS for any excess costs reasonably incurred for
those replacement supplies or services. In addition, the Contractor shall be liable to the CDHS
for administrative costs incurred by the CDHS in procuring such replacement supplies or
services. However, the Contractor shall not be liable for any excess costs or administrative
costs if the Contractor’s failure to meet Contract requirements arises out of causes beyond the
control and without fault or negligence of the Contractor or any of its subcontractors.

B. Termination for Convenience

The CDHS retains the option to terminate this Contract without cause at the CDHS's
convenience, provided that written notice has been delivered to the Contractor at least thirty
(30) calendar days prior to the date of termination. If the CDHS terminates this Contract at its
convenience, the Contractor will be entitled to compensation upon submission of an invoice and
proper proof of claim, for services and products which were satisfactorily rendered or provided,
and expenses necessarily incurred pursuant to this Contract, up to the date when termination is
effective (hereinafter referred to as “the termination date”). In such event, at the request of the
CDHS, the Contractor shall furnish copies of all proposals, specifications, designs, procedures,
layouts, copies, and other materials related to the services or deliverables provided under this
Contract, whether finished or in progress, on the termination date. The Contractor will not be
entitled to reimbursement for any expenses incurred for services and deliverables pursuant to
the Contract after the termination date, unless the Contractor receives written advance approval
from the CDHS. Any services or deliverables for which the Contractor is paid which are
provided according to the procedures in this paragraph shall become the property of the CDHS.

C. Termination for Non-Compliance with Financial Criteria
The CDHS may terminate operations under this Contract in whole or in part whenever the

Contractor fails to meet one or more of the financial criteria in this Contract as set forth in
Sections 41, 42, 43 and 44 of Exhibit E, Additional Provisions. In the event of a termination for
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non-compliance with financial criteria, the rights and obligations of the CDHS and the Contractor
shall be specified in Section D below.

D. Procedures on Termination

After receiving notification of the CDHS’s intention to terminate this Contract, except as
otherwise specified by the CDHS, the Contractor shall stop, on that date, any and all work under
this Contract that is covered by the termination notification. In order to comply with this
provision, the Contractor shall:

1

2)

3)

4)

5)

6)

7

8)

Place no further orders or subcontracts for materials, services, or facilities except as may be
necessary for completion of such portion of the work under this Contract that is not
terminated.

Terminate all orders and subcontracts to the extent that they relate to the performance of
work terminated under the Notice of Termination.

Assign to the CDHS, effective on the date of termination, in the manner and to the extent
specified by the CDHS, all of the rights, titles, and interests of the Contractor under the
orders and subcontracts terminated. Such assignment shall provide the CDHS with the
right, at its discretion, to settle or pay any or all claims arising out of the termination of such
orders and subcontracts and to reduce any outstanding settlement amount by amounts
found to have been previously paid on the affected orders or subcontracts.

Settle all outstanding liabilities and all claims arising out of the termination of the affected
orders and subcontracts, with the approval or ratification of the CDHS, to the extent the
CDHS may require. The CDHS’s approval or ratification shall be final for the purposes of
this section.

Upon the effective date of termination of the Contract and the payment by the CDHS of all
items properly chargeable to the CDHS hereunder, the Contractor shall transfer, assign, and
make available to the CDHS all property and materials belonging to the CDHS, all rights and
claims to any and all reservations, Contracts, and arrangements with subcontractors and
shall make available to the CDHS all written information regarding the CDHS’s informing
materials. No extra compensation shall be paid to the Contractor for its services in
connection with any transfer or assignment covered by this provision.

Take such action as may be necessary, or as the CDHS may specify, to protect and
preserve any property related to this Contract that is in the possession of the Contractor and
in which the CDHS has or may acquire an interest;

Transfer title to the CDHS (to the extent that title has not already been transferred) and
deliver in the manner, at the times, and to the extent directed by the Contracting Officer, (1)
all files, processing systems, data manuals, or other documentation, in any form, that relate
solely to the work terminated by the Notice of Termination; (2) any tangible assets acquired
in respect to performance of the work terminated by the Notice of Termination;

Continue without interruption and until complete the performance of all work under this
Contract that has not been terminated by the Notice of Termination;

10) After receipt of a Notice of Termination, the Contractor shall submit to the Contracting

Officer its termination claim in the form and with the certification prescribed by the
Contracting Officer. Such claim shall be submitted promptly but in no event later than one
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(1) year from the effective date of termination, unless the Contractor requests and the
Contracting Officer grants in writing, one (1) or more extensions within said one (1) year
claim period, or authorized extension thereto. However, if the Contracting Officer
determines that the facts justify such action, he/she may receive and act upon any such
termination claim at any time after such one (1) year period or any extension thereof. Upon
failure of the Contractor to submit its Termination Claim within the time allowed, the
Contracting Officer may, subject to any review required by the CDHS’s procedures in effect
as of the date of execution of this termination, determine, on the basis of information
available to him/her, the amount, if any, due to the Contractor by reason of the termination
and shall thereupon cause to be paid to the Contractor the amount so determined;

11) Subject to the provisions of this section and subject to any review required by the CDHS'’s
procedures in effect as of the date of execution of the Contract, the Contractor and the
Contracting Officer may agree upon the amounts to be paid to the Contractor following the
total or partial termination of work pursuant to this article. The Contract shall be amended
accordingly, and the Contractor shall be paid the agreed upon amount;

12) In the event the Contractor and the Contracting Officer fail to agree, in whole or in part, on
the amounts with respect to a final claim to be paid to the Contractor in connection with the
termination of work pursuant to this article, the Contracting Officer shall determine, on the
basis of information available to him/her, the amount, if any, due to the Contractor by reason
of termination and shall pay to the Contractor the amount so determined.

The Contractor shall have the right to appeal, under Exhibit E, Additional Provisions, Section
23D, Contractor's Right To Appeal, any such determination on the part of the Contracting
Officer. No such right exists, however, if the Contractor has failed to request an extension of
the time limits set forth in Exhibit E, Additional Provisions, Section 23D, Contractor’s Right
To Appeal.

When the Contracting Officer has reached a determination on the amount owed the
Contractor under this provision, the CDHS will pay the Contractor as follows:

a. If the Contractor has not exercised its right of appeal, or if no such right exists under the
terms of this provision, the CDHS will pay the Contractor the amount the Contracting
Officer determines to be appropriate.

b. If the right to appeal exists, and an appeal has been filed, the CDHS will pay the
Contractor the amount specified in the findings of the appeal.

13) Any amount the Contracting Officer determines to be payable to the Contractor under the
terms of this provision shall not include the following:

a. All incremental, partial other payments applicable to the terminated portion of the
Contract made to the Contractor;

b. Any claim the CDHS may have against the Contractor in connection with the Contract;
and

c. The agreed-upon price for, or the proceeds from, the sale of any materials, supplies, or

other goods acquired by the Contractor, or sold pursuant to the provisions of this clause
and not otherwise recovered by or credited to the CDHS.
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14) The CDHS may from time to time, under such Additional Provisions as it may prescribe,
make partial payments and payments on account against costs incurred by the Contractor in
connection with the terminated portion of the Contract, whenever, in the opinion of the
Contracting Officer, the aggregate amount of such payments does not exceed the amount to
which the Contractor will be entitled hereunder. If the total of such payments is in excess of
the amount finally determined to be due under this clause, such excess shall be payable by
the Contractor to the CDHS upon written demand together with interest computed pursuant
to Government Code 16480, et seq. or, at the rate the CDHS would have earned had the
excess payment not occurred, for the period from the date excess payment is received by
the Contractor to the date on which such excess is repaid to the CDHS; and

15) Unless otherwise provided in this Contract or by statute or regulation, the Contractor shall
maintain all records and documents relating to the terminated portion of this Contract for
three (3) years following the final settlement. This includes all books, records, accounts,
and other evidence bearing on the Contractor’'s costs and expenses under this Contract.
The Contractor shall provide to the CDHS or its authorized representative, at no cost, copies
of these records and documents, at the Contractor’'s office, at any reasonable time
requested by the CDHS.

E. Interpretation and Application of Termination Provisions

The parties agree and understand that the foregoing termination provisions are meant to be
interpreted and applied consistent with the relevant portions of Title 48, CFR, part 49, entitled,
“Termination of Contracts”, together with related decisions of the Federal Board of Contract
Appeals and federal case law, unless a specific provision of the Contract, CDHS law, CDHS
procedures, CDHS policies, or CDHS regulations requires the contrary.

In applying Title 48, CFR, part 49, definitions and terminology, which are applicable to federal
Contracting, are deemed to refer to comparable concepts and terms in the Contract and in
CDHS Contracting, policies, and procedures. For example, references to the “Termination
Contracting Officer (TCO)” in part 49 shall mean Contracting Officer as used in the Contract, the
term “Government” shall mean “CDHS,” and “prime Contract” (or “prime Contractor”) shall mean
“the Contract” or the “Contractor,” respectively.

Further, references to federal standard forms (SFs) or to agency procedures in part 49 are
deemed to refer to comparable CDHS forms or to CDHS policies or procedures, respectively. In
the event no comparable CDHS policy exists, the Contracting Officer shall determine the policy,
after consultation with CDHS management, and advise the Contractor. If no comparable CDHS
form or procedure exists, the Contracting Officer shall direct the Contractor how to proceed.

4. Use of Disabled Veteran Business Enterprises (DVBE)

A. The CDHS Legislature has declared that a fair portion of the total purchases and Contracts or
subcontracts for property and services for the CDHS be placed with disabled veteran business
enterprises.

B. All DVBE patrticipation attachments, however labeled, completed as a condition of bidding,
Contracting, or amending a subject agreement, are incorporated herein and made a part of this
agreement by this reference.

C. Contractor agrees to use the proposed DVBESs, as identified in previously submitted DVBE
participation attachments, unless the Contractor submits a written request for substitution of a
like or alternate subcontractor. All requests for substitution must be approved by CDHS, in
writing, prior to using a substituted subcontractor.
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D. Requests for substitution must be approved by the program funding this agreement and must
include:

1) A written explanation of the reason for the substitution.

2) A written description of the business enterprise that will be substituted, including its DVBE
certification status.

3) If applicable, the reason a non-DVBE subcontractor is proposed for use.

4) A written description of the work to be performed by the substituted subcontractor and an
identification of the percentage share/dollar amount of the overall Contract that the
substituted subcontractor will perform.

E. If requested by CDHS, Contractor agrees to provide verification, in a form agreed to by CDHS,
that DVBE subcontractor participation under this agreement is in compliance with the goals
specified at the time of Contract award or in an applicable amendment.

5. Dispute Resolution Process

A. This provision replaces in its entirety and supersedes provision 15 of Exhibit D (F).

B. If a dispute arises between the Contractor and CDHS, the Contractor must seek resolution
using the process outlined below.

1) The Contractor should first informally discuss the problem with CDHS HCO Program
Contracting Officer.

2) If the problem cannot be resolved informally, the Contractor must direct the grievance
together with any evidence, in writing, to the program Branch Chief. The Contractor’s
notification shall CDHS, on the basis of the most accurate information then available to the
Contractor, the following:

a) Its notification constitutes a dispute, filed pursuant to this Exhibit E, Additional
Provisions, Section 5, Dispute Resolution Process;

b) The date, nature, and circumstances of the conduct which is the subject of the dispute;

c) The names, phone numbers, functions, and activities of each Contractor, subcontractor,
CDHS official or employee involved in or knowledgeable about such conduct;

d) The identification of any documents, and the substance of any oral communications
involved in such conduct. Copies of all identified documents shall be attached,;

e) The reasons why the Contractor is disputing the conduct;

f) The cost impact to the Contractor directly attributable to the alleged conduct, if any,
including:

1. What Contract line item(s) have been or may be affected by the alleged conduct;

2. What labor or materials or both have been or may be added and/or deleted by the
alleged conduct;
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3. To the extent practicable, what effects on the manner and/or sequence of
performance (delay, disruption, or other effects) have been or may be caused by the
alleged conduct; and

4. What adjustments to Contract price, delivery schedule, and other provisions are
required or have been or may be affected by the alleged conduct.

g) If no cost impact is involved, the Contractor's desired remedy.

Notwithstanding the submission of a Notification of Dispute, the Contractor shall diligently
continue performance of the Contract (including matters identified in the Notification of
Dispute to the maximum extent possible).

C. Waiver of Claims

If the Contractor fails to submit a Notification of Dispute, supporting and substantiating
documentation, and/or any additionally required information in the manner, and within the time
specified in Exhibit E, Additional Provisions, Section 5, Disputes Resolution Process, such
failure shall constitute a waiver by the Contractor of all claims arising out of said conduct,
whether direct or consequential in nature, and the Contractor shall not have any further appeal
rights, either under this Contract or at law or equity on such claims.

D. Contracting Officer's Decision

Except as provided in Section 5.D, Disputes and Appeals, Dispute of Reimbursable Costs, any
disputes concerning performance under the Contract shall be decided by the Contracting
Officer, who shall convey his or her decision to the Contractor in writing. The Contracting
Officer’s written decision will describe the factual basis for the decision and shall be delivered to
the Contractor within thirty (30) calendar days of the date on which the Notification of Dispute or
any additional substantiating documentation requested by the Contracting Officer was received.
The Contracting Officer may extend this submission deadline by explaining to the Contractor in
writing why a longer period is necessary. The Contracting Officer’s decision shall be final and
conclusive unless the Contractor files with the Contracting Officer a written appeal, addressed to
the Director of the Department of Health Services, CDHS of California. Any written appeal must
be submitted in the manner described within thirty (30) calendar days from the date on which
the Contractor received the Contracting Officer's decision. Failure to submit in the manner
described, and within the required time frame constitutes a waiver by the Contractor of all claims
in accordance with Section 5.B, Disputes Resolution Process— Waiver of Claims.

The Contracting Officer’s decision will do one of the following:
1) Find in favor of the Contractor, in which case the Contracting Officer may:
a) Countermand the earlier conduct which caused the Contractor to file a dispute; or,

b) Reaffirm the conduct and, if there is a cost impact, issue a Change Order in accordance
with Section 18, Change Orders.

2) Deny the Contractor's dispute and, where necessary, provide the Contractor with direction
concerning any necessary alterations in its performance under this Contract; or
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3) If the Contracting Officer is unable to reach a decision based upon the information contained
in the Contractor's notification, he or she may request additional substantiating
documentation, and shall advise the Contractor as to what additional information is required,
and establish how that information shall be furnished.

The Contractor shall have thirty (30) calendar days to respond to the Contracting Officer’s
request for further information. Upon receipt of this additional requested information, the
Contracting Officer shall have thirty (30) calendar days to respond with a decision. Failure to
supply additional information required by the Contracting Officer within the time period specified
above shall constitute a waiver by the Contractor of all claims in accordance with Section 5.B,
Disputes Resolution Process — Waiver of Claims.

E. Dispute of Reimbursable Costs

Where a dispute arises concerning a question of reimbursable costs incurred under the Cost
Reimbursement provisions of this Contract, the Contractor shall seek resolution through the
audit procedure as set forth in Title 22, CCR, Provider Audit Appeals, commencing with Section
51016. This procedure shall be the Contractor’'s exclusive remedy for disputes covered by this
subsection.

F. Contractor’'s Duty to Perform

Pending final determination of any dispute hereunder, the Contractor shall proceed diligently
with the performance of its responsibilities under this Contract and in accordance with the
Contracting Officer’s direction.

G. Appeal for Disputes Totaling $50,000 or Less

In any appeal by the Contractor of a Contracting Officer's decision under Section 5.C,
Contracting Officer's Decision, where the amount in controversy is fifty thousand dollars
($50,000) or less, the Contracting Officer and the Contractor may agree on the appointment of a
single dispute examiner to consider and to decide the dispute.

The Dispute Examiner shall render a written decision on the dispute within thirty (30) calendar
days of receiving all pertinent documentation, which period may be extended for an additional
thirty (30) calendar days by the Dispute Examiner in extraordinary circumstances. The Dispute
Examiner may decide the matter on the basis of documentary evidence alone, without a
hearing, and may require either party to produce additional evidence found necessary to the
decision.

The Dispute Examiner's decision is final and not subject to appeal to the Director, by either
party, except in cases of demonstrated bad faith, fraud, or if unsupported by any reasonable
determination of the evidence presented.

If the Contracting Officer and Contractor cannot agree on a Dispute Examiner, the matter shall
be processed as an appeal under Exhibit E, Additional Provisions, Section 5.G, Disputes
Resolution Process— Contractor’s Right to Appeal.

If no cost impact can be shown to be directly attributable to the conduct under dispute or if there
is no amount in controversy, the Contractor and the Contracting Officer should mutually agree
what type of appeal will be most appropriate to the circumstances. Failure to reach such
agreement shall be resolved by handling the appeal in accordance with Exhibit E, Additional
Provisions, Section 5.G, Disputes Resolution Process — Contractor’'s Right to Appeal.

Page 8 of 65



Exhibit E Health Care Options
Additional Provisions 06-55000

H. Contractor’s Right to Appeal

In connection with any appeal from a Contracting Officer's decision made pursuant to Exhibit E,
Additional Provisions involving fifty thousand dollars ($50,000) or more, the Contractor shall be
afforded an opportunity to be heard and to offer evidence and oral argument in support of its
appeal.

At such hearing, the CDHS may also offer evidence and oral argument in support of its position.

The Director shall appoint a Hearing Examiner or Board composed of not more than three (3)
persons to take evidence, hear oral arguments, and make recommendations to the Director as
to the proper findings and conclusions to be reached in the appeal. The Hearing Examiner or
Board shall take the matter under deliberation at the conclusion of the hearing.

A proposed decision, in a form that may be adopted as the decision of the Director, shall be
submitted to the Director and shall be served by the CDHS on each party in the case.

The Director may take any one of the following actions:
1) Adopt the proposed decision, without reading or hearing the record,;

2) Reject the proposed decision and have a decision prepared based upon the documentary
and electronically recorded or transcribed record, without taking additional evidence. The
Director shall decide no dispute provided for in this paragraph without affording the parties
the opportunity to present either oral or written argument; or

3) Refer the matter to the Hearing Examiner or Board to take additional evidence. If the case
is so assigned, a new proposed decision shall be prepared based upon the additional
evidence and the record established in the previous hearing.

In the event of two (2) or three (3) above, a copy of the new proposed decision shall be
submitted to the Director for adoption and shall simultaneously be served on each party in the
case.

The Director shall render a decision within sixty (60) calendar days after receipt of a proposed
decision. The decision shall be final upon adoption by the Director. The right to judicial appeal
commences upon adoption of the decision by the Director. The right to appeal terminates sixty
(60) calendar days after adoption of the decision by the Director. Adoption is the date the
director signs the decision.

The Director may, by delegation order, appoint a designee to exercise the authority under the
provisions of this Exhibit E, Additional Provisions, Section 5.G, Disputes Resolution Process,
Contractor’s Right to Appeal. There shall be no ex party communication with the Hearing
Examiner, Board, or Director concerning this appeal, prior to the Director's decision.

I. Discovery

For Contractor appeals, pursuant to Exhibit E, Additional Provisions, Section 5.G, Dispute
Resolution Process, Contractor's Right to Appeal, Discovery shall be conducted exclusively
according to the procedures described in this section. Discovery procedures shall be the same
as those provided for in Title 22, CCR, Sections 51032, 51033, 51034, and 51035 which are
herein incorporated by reference, with the following exception. Section 51032 (a) is changed to
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read as follows: "A party, upon written request made to another party, prior to the hearing and
within thirty (30) calendar days after the filing of an appeal with the Director, is entitled to:...."

In the event that any provision of these regulations shall be held invalid or unenforceable as
applied to the Contract, by any court of competent jurisdiction, such holding shall not invalidate
or render unenforceable any other provision of these referenced regulations as applied to the
Contract.

J. Cost of Dispute Shared

Regardless of the outcome, the costs of conducting the dispute and appeal processes, including
the Dispute Examiner, Hearing Examiner, or Board, will be shared fifty percent (50%) by the
CDHS and fifty percent (50%) by the Contractor. Each party shall bear its own case preparation
and presentation costs.

6. Use of Small Business Subcontractors [Added 12/05]

[Include this Contract in the sample Contract terms appearing in a bid document. Upon Contract
finalization, this provision will be removed if the Contractor was not granted Non-Small Business
Subcontractor Preference during the bid process.]

(Only applicable to agreements awarded in part due to the granting of non-small business
subcontractor preference where the Contractor committed to use small business subcontractors for
at least 25% of the initial Contract cost or amount bid.)

A. All Non-Small Business Subcontractor Preference Request attachments and Small Business
Subcontractor/Supplier Acknowledgment attachments, however labeled, completed as a
condition of bidding, are incorporated herein and made a part of this agreement by this
reference.

B. Contractor agrees to use each small business subcontractor/supplier, as identified in previously
submitted Non-Small Business Subcontractor Preference Request attachments, unless the
Contractor submits a written request for substitution of a like or alternate subcontractor. All
requests for substitution must be approved by CDHS, in writing (including email or fax), prior to
using a proposed substitute subcontractor.

C. Requests for substitution must be approved by the funding program and must include, at a
minimum:

1) An explanation of the reason for the substitution.

2) A written description of the business enterprise that will be substituted, including its small
business certification status.

3) If substitution of an alternate small business does not occur, include a written justification
and description of the steps taken to try to acquire a new small business and how that
portion of the Contract will be fulfilled.

4) A written description of the work to be performed by the substituted subcontractor identified
by both task (if applicable) and dollar amount or percentage of the overall Contract that the
substituted subcontractor will perform. The substituted business, if approved, must perform
a commercially useful function in the Contract pursuant to Title 2, California Code of
Regulations § 1896.6.

D. CDHS may consent to the substitution in any of the situations set forth in Public Contract Code

Section 4107 of the Subletting and Subcontracting Fair Practices Act.
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E. Prior to the approval of the prime Contractor’s request for the substitution, the funding program
shall give notice in writing to the listed subcontractor of the prime Contractor’s request to
substitute and the reasons for the request to substitute. The notice shall be served by certified
or registered mail to the last known address of the subcontractor. The listed subcontractor that
has been so notified shall have five (5) business days after the receipt of the notice to submit
written objections to the substitution to the funding program. Failure to file these written
objections shall constitute the listed subcontractor’s consent to the substitution. If written
objections are filed, CDHS shall give notice in writing of at least five (5) business days to the
listed subcontractor of a hearing by CDHS on the prime Contractor’s request for substitution.

F. Failure of the Contractor to subcontract with the small businesses listed in its bid or proposal to
CDHS, or failure to follow applicable substitution rules and regulations may be grounds for the
Department of General Services to impose sanctions pursuant to Government Code Section
14842.5 and Title 2, California Code of Regulations § 1896.16. In the event such sanction are
to be imposed, the Contractor shall be notified in writing and entitled to a hearing pursuant to
Title 2, California Code of Regulations § 1896.18 and § 1896.20.

G. If requested by CDHS, Contractor agrees to provide documentation/verification, in a form
agreed to by CDHS, that small business subcontractor usage under this agreement complies
with the commitments specified during the Contractor selection process.

7. Avoidance of Conflicts of Interest by Contractor

A. CDHS intends to avoid any real or apparent conflict of interest on the part of the Contractor,
subcontractors, or employees, officers and directors of the Contractor or subcontractors. Thus,
CDHS reserves the right to determine, at its sole discretion, whether any information, assertion
or claim received from any source indicates the existence of a real or apparent conflict of
interest; and, if a conflict is found to exist, to require the Contractor to submit additional
information or a plan for resolving the conflict, subject to CDHS review and prior approval.

B. Conflicts of interest include, but are not limited to:

1) Aninstance where the Contractor or any of its subcontractors, or any employee, officer, or
director of the Contractor or any subcontractor has an interest, financial or otherwise,
whereby the use or disclosure of information obtained while performing services under the
Contract would allow for private or personal benefit or for any purpose that is contrary to the
goals and objectives of the Contract.

2) An instance where the Contractor’s or any subcontractor's employees, officers, or directors
use their positions for purposes that are, or give the appearance of being, motivated by a
desire for private gain for themselves or others, such as those with whom they have family,
business or other ties.

C. If CDHS is or becomes aware of a known or suspected conflict of interest, the Contractor will be
given an opportunity to submit additional information or to resolve the conflict. A Contractor with
a suspected conflict of interest will have five (5) business days from the date of notification of
the conflict by CDHS to provide complete information regarding the suspected conflict. If a
conflict of interest is determined to exist by CDHS and cannot be resolved to the satisfaction of
CDHS, the conflict will be grounds for terminating the Contract. CDHS may, at its discretion
upon receipt of a written request from the Contractor, authorize an extension of the timeline
indicated herein.
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D. Contractor Responsibilities

The Contractor shall submit for CDHS review and approval, a “Conflict of Interest Disclosure
Statement” (Disclosure Statement), “Conflict of Interest Disclosure Statement Questionnaires”
and as necessary, a “Conflict of Interest Disclosure Avoidance Plan” (Avoidance Plan), using
the following timetable: (Samples of these documents are included as exhibits.)

1) The originals as part of the PROPOSAL transmittal letter;

2) An update two (2) weeks after CED;

3) An update January 1st of the next calendar year; and

4) An update each quarter thereafter throughout the remainder of the Contract.

The Disclosure Statement shall fully describe any direct or indirect interest the Contractor, any
parent or any subcontractor has in any provider of Medi-Cal services (as defined in Title 22,
CCR, Section 51051) or in any billing agent(s) for Medi-Cal services, together with the name
and position description of the Contractor, any parent, or subcontractor employee, director,
consultant, or officer about whom the disclosure is being made.

At a minimum, the Contractor’'s Disclosure Statement shall disclose the name and address of
any and all providers, health plans and/or billing agent(s) for Medi-Cal services in which:

1) The Contractor, or any parent corporation, or any subcontractor, or any of the Contractor’s,
or any parent corporation’s or any subcontractor's employee, director, consultant, or officer
has a direct or indirect interest of more than one thousand dollars ($1,000);

2) The Contractor, or any parent corporation, or any subcontractor, or any of the Contractor’s
or any parent corporation’s or any subcontractor’'s employees, directors, consultants, or
officers assigned to the Contract is a director, officer, partner, trustee, employee, or holder of
management position, or is self-employed; and

3) The Contractor, or any parent corporation, or any subcontractor, or any of the Contractor’s,
or any parent corporation’s or any subcontractor's employees, directors, consultants, or
officers assigned to the Contract, has derived more than two hundred fifty dollars ($250) in
direct or indirect income within the twelve (12) months immediately prior to the submittal of a
proposal.

The Conflict of Interest Disclosure Questionnaire shall be completed by all Contractor HCO
Program project personnel, and, of those with real or apparent conflict of interests, a copy(ies)
provided to the CDHS using the timetable described above.

The Contractor shall disclose the name of any proposed subcontractor, consultant, officer,
director, or employee who was employed by the CDHS of California, CDHS, the Governor’'s
Office, Health and Human Services Agency, CDHS Controller's Office, Office of the Attorney
General, and/or the Legislature from 1992 to the present.

If a real or apparent conflict exists, the Contractor shall, together with the disclosure and at the
time of that document submittal, submit a Conflict of Interest Avoidance Plan and procedures to
hold separate such relationships and/or to safeguard against conflicts. If the Contractor has
nothing to disclose under this section, it shall so certify in its Disclosure Statement.
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8.

The Contractor shall furnish to the CDHS the ownership and control information required by
Title 42, CFR, Subpart 455.104 prior to CED.

The Contractor's Representative, or the selected designee, shall certify under penalty of perjury
that such reports and updates to such reports are accurate, complete and current to the best of
that individual's knowledge and belief unless the requirement is expressly waived by the
Contracting Officer in writing.

The Contractor shall submit a Conflict of Interest Avoidance Plan, with the required Disclosure
Statement Questionnaire(s) to safeguard against conflict of interest. This plan shall include
procedures to:

1) Guard against conflict of interest;

2) Hold separate any disclosed relationships or any potential conflict of interest relationships
that could arise during the life of the Contract, including but not limited to such problematic
matters as financial interactions, reporting, sharing of office space, staff interactions, or
Contractor fulfillment of Contract responsibilities; and

3) Ensure that the Contractor shall discharge its responsibilities and duties with disinterested
skill, zeal, diligence, and that no Contractor’s, parent corporation’s, or subcontractor’s
employee, officer, director, or consultant will be in a position to exploit that position for
private benefit or for other Contractor, or parent corporation or subcontractor interests which
are or may be in conflict with CDHS interests.

Delegation of Authority

The CDHS intends to implement the Contract through a single administrator, herein called the
"Contracting Officer." The Director of the California Department of Health Services shall appoint the
Contracting Officer. The name of the Contracting Officer and/or the authorized representative shall
be issued to the Contractor, within ten (10) business days after Contract Effective Date (CED). The
Contracting Officer may delegate the authority to act to an authorized representative through written
notice to the Contractor.

The Contractor shall designate a single administrator, herein called the Contractor Representative,
who shall be located in the Contractor's main operating facility located in the Sacramento area. The
Contractor Representative shall have primary responsibility for managing and administering
Operations under the Contract.

The Contractor Representative shall be empowered to legally bind the Contractor to all agreements
reached with the CDHS. The Contractor's Representative shall make all determinations and take
all actions as are appropriate to implement the Contract, subject to the limitations of the Contract,
federal and CDHS laws and regulations.

The Contractor shall designate the Contractor Representative in writing within five (5) business
days after CED and CDHS reserves the right to approve that designation. Such designation shall
be submitted to the Contracting Officer in accordance with Exhibit E, Additional Provision, Section
11 Contract Communication. The Contractor Representative may, through prior written notice to the
Contracting Officer, delegate the authority to act as the Contractor’'s authorized representative.
This delegation is also subject to approval by CDHS. During the course of the Contract, CDHS
reserves the right to approve or disapprove, within thirty (30) calendar days, any replacement of the
Contractor’s Representative. CDHS's approval or disapproval will be conveyed to the Contractor in
writing.
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9. Conformance with CDHS and Federal Statutes and Regulations

A. The Contract is subject to Title 19 of the federal Social Security Act (42 U.S.C.1396 et seq.)
and, accordingly, the Contractor agrees to comply with such requirements and related
regulations on the date the Contract becomes effective, to include all future amendments to the
law, regulations or guidelines, provided that:

1. Changes required for compliance with CDHS and federal law that would materially affect
costs of performance shall only be implemented with prior written approval of the
Contracting Officer pursuant to the Contract; and

2. No confidential data is to be released without prior, written CDHS approval.

B. In addition, the Contractor shall comply with the requirements of the CDHS of California and
federal law, to include related regulations and published guidelines, to the extent that these
authorities contain requirements applicable to Contractor's performance under the Contract.
These authorities include, without limitation, the California Welfare and Institutions (W&I) Code,
the California Government Code, the California Public Contract Code, Title 42, US Code, the
Code of Federal Regulations, Title 2 and Title 22 of the California Code of Regulations, CDHS
Administrative Manual (SAM), Health Administrative Manual (HAM) and the Health Insurance
Portability and Accountability Act (HIPAA) of 1996 (Public Law 104-191, dated August 21,
1996). (See also Exhibit H, HIPAA Business Associate Addendum.)

10. Term of the Contract

A. The term of the Contract shall extend from the CED for three years, nine (9) months and three (3) --
one (1) year optional extension phases, through Contract Termination Date (CTD), which is three
(3) months after Operations end. This timeframe includes a twelve (12) month time period for
Takeover, in accordance with Takeover requirements; a three (3) year time period for Operations.
extendable up to three (3) years, and an eighteen (18) month time period for Turnover.

The first (1%') phase of Operations will begin on October 1, 2007, and end on June 30, 2008, which
is nine (9) months versus one (1) full year (twelve (12) months). Subsequent t Contract years will
begin on July 1 and end on June 30, said dates to coincide with the CDHS'’s fiscal year period. The
Contract may continue through September 30, 2013, if all three (3) optional extension phases are
used. The agreement term may change if the CDHS makes a successor Contractor selection
earlier than expected or if the CDHS cannot execute the agreement in a timely manner due to
unforeseen delays.

B. The resulting Contract will be of no force or effect until it is signed by both parties and approved by
the CDHS of General Services, if required. The Contractor is hereby advised not to commence
performance until all approvals have been obtained. Should performance commence before all
approvals are obtained, said services may be considered to have been volunteered.

C. The three (3) year Operations period will commence on October 1, 2007, subject to the CDHS's
acceptance of the Contractor's readiness to perform enroliment and disenrollment processing, and
all associated HCO Program functions. If enrollment and disenrollment processing and/or all
associated HCO Program functions are delayed, the CDHS may, at its option, either (1) shorten the
Operations Period by the amount of the delay, or (2) require the Contractor to adhere to the first
(1%) nine (9) month year and subsequent two (2) full years Operations period. In the event the
CDHS selects option (2) above, all timeframes related to the Turnover phase will be delayed by the
same amount of time as the delay of enroliment and disenrollment processing and/or all associated
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11.

HCO Program functions. The Operations period will be subdivided into one (1) nine (9) month
phase and two (2), one (1) year phases.

. The Contracting Officer shall have the exclusive option to extend the term of the Contractor's

Operations during the last year of the existing Contract period of performance the CDHS, with the
approval of the Department of General Services. CDHS may decide to extend the Contract for up
to three separate extensions of one (1) year each. Additionally, as described in Section (Payment
Provisions #) the CDHS may exercise a one-time ‘Extended Operations’ period for the Contract for
a period no shorter than six (6) months, but up to one (1) year. Either the final one (1) year
extension period (when exercised) or the period of Extended Operations, if any, will be followed by
a commensurate extension of time for Turnover. The Contractor shall be given at least a 60-day
notice if the CDHS chooses to extend the Contract through a formal Contract amendment.

During any of the extension periods addressed above and during any period of Extended
Operations, the Contractor’s responsibilities shall remain the same as are defined in the Contract.
Unless the CDHS elects an Extended Operations period, the Operations period shall terminate on
June 30 of the final year.

Contract Communication

A. Any notice required by the Contract shall be written and sent by registered or certified mail,
return receipt requested, or shall be delivered in hand and a receipt given by the recipient, and
shall be effective upon receipt by the Contracting Officer or the Contractor, whichever is the
addressee. All notices, including correspondence and reports, shall also be submitted to CDHS
electronically, in a manner designated by CDHS.

B. Notwithstanding any other provision of the Contract, any contracting approvals must be received
in writing by the Contractor prior to the Contractor taking any action requiring such approval,
unless the Contracting Officer specifically exempts, in writing, the Contractor from this
requirement.

C. In addition to the terms of this Contract the CDHS shall be bound only by Contract letters (C-
Letters), unless otherwise specified in this Contract. These C-letters represent the CDHS's
direction to the Contractor; are issued by the Contracting Officer, or his or her representative,
over the Contracting Officer's signature block; and are sequentially numbered. The Contractor
shall respond with its own set of sequentially numbered letters issued by the Contractor
Representative or designee, which shall bind the Contractor.

D. Discussions concerning actions the Contractor will be expected to take under Contract can and
must occur. Even when such discussions lead to decisions about specific actions that the
contract will be expected to take, however, no actions are to be taken in the absence of written
instruction, in the form of a C-Letter.

In cases where prompt action is necessary, written instructions to the Contractor can at least
temporarily take the form of an e-mail from the Contracting Officer or authorized designee only.
However, e-mails must be confirmed by C-Letters. In such cases, the e-mail is to be retained
by both the parties as verification that the action taken was in response to a proper written
request.

E. Contractor letters that are received by CDHS after noon (12:00 p.m.) of a business day shall be

considered as received the following business day. As such, they will be date stamped with the
following business day’s date.
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F. The Contractor shall provide courier service twice daily between the Contractor and the
Contracting Officer, between the Contractor and CDHS on-site staff, and between the
Contracting Officer and CDHS on-site staff. The Contractor shall provide daily courier service
between the Contractor and all report users, who will be designated by the Contracting Officer,
within a thirty (30)-mile radius of the CDHS Capitol. Reports for users outside the thirty (30)-
mile radius shall be mailed to them in accordance with requirements in Exhibit A, Attachment II,
Section 6, Reports. The Contractor will be cost reimbursed for postage only. All Contractor
reports shall be in hardcopy or any other media previously approved by the Contracting Officer.
The Contractor and the CDHS shall respond to each other within ten (10) business days, or a
time period which may be shorter or longer as designated by the Contracting Officer.

The Contracting Officer will designate report users who are to be provided with copies of reports
under this section.

Severability

Should any provisions of the Contract be declared or found to be illegal, unenforceable, ineffective,
or void for any reason, as determined by any federal or CDHS court in final order or judgment which
has not been appealed, or in a final determination by an appellate court, then these provisions shall
be struck from the Contract and each party shall be relieved of any obligations arising from such
provisions. If the remainder of the Contract can feasibly remain in effect in the absence of the
invalided provisions, it shall remain in full force and effect. If operations under the remainder of the
Contract are affected by the removal of the invalidated provisions, the Contractor and Contracting
Officer shall negotiate a revised scope of work under the remaining valid provisions.

Contractor and Subcontractor Employees

During the term of the Contract, the CDHS reserves the right to approve, in advance and in writing,
any personnel changes the Contractor seeks to make at the Contractor Representative or senior
management levels. For the purposes of this section, senior management shall include all
Contractor personnel having direct managerial and administrative responsibility for, and control of,
one or more of the functional areas described in Exhibit A, Attachment Il, Scope of Work. These
individuals shall report to the Contractor's Representative. However, one intervening management
level may occur between these individuals and the Contractor's Representative if these
intermediate managers report directly to the Contractor's Representative and is also designated as
senior management as described in this section. All additional staff who directly report to the
Contractor’'s Representative shall be considered senior management and subject to this section.

A. All members of the senior management team described above shall be stationed at the
Contractor’'s Sacramento main operating facility, and the Contractor shall assign these
management personnel full time solely to the work of this Contract. Neither the Contractor
Representative nor any senior managers shall be assigned any duties unrelated to this
Contract. When it submits its Narrative Proposal, the Contractor must commit to retaining its
Contractor Representative for no less than three (3) years from the CED, and its senior
management team for no less than two (2) years from the CED, except for voluntary departures,
and releases from employment that are pre-approved by the Contracting Officer. This provision
applies to management team members employed by the Contractor, its affiliates, or
subcontractors.

The Contractor shall replace senior managers only after thirty (30) calendar days have elapsed
from the date on which written notice of the proposed replacement was provided to CDHS.
Replacement may occur after a different time interval if written approval for that interval has
been obtained from CDHS. During this period, the Contractor shall consult with CDHS
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concerning the qualifications of the proposed replacement, the duration of transition periods,
and other specific actions to be taken to ensure that performance under the Contract is not
adversely impacted.

Any person assigned as a replacement Contractor's Representative shall be assigned to the
Contract for at least two (2) years, with the following exceptions:

a. If that person leaves the employment of the Contractor, its affiliates, or subcontractors;

b. Less than two (2) years remain on the Contract, in which case the assignment must
remain in effect through the term of the Contract; or

c. Written Contracting Officer approval is granted.

CDHS will review and approve senior management team and Contractor Representative
replacement candidates to ensure that all replacements possess technical knowledge, experience,
and qualifications comparable in scope, breadth, and depth, to the individuals originally accepted as
part of the Contractor’s Narrative Proposal. The review and approval will also be made to better
ensure that individuals replacing staff in these key positions have the ability to develop cooperative
and constructive working relationships with their co-workers and with CDHS staff in the
performance of their duties. The CDHS may disapprove the appointment of an individual to a
senior management position under the Contract, or require a person in a senior management
position be transferred. The CDHS will not exercise this authority in an unreasonable manner.

Further, the CDHS will retain the same rights and prerogatives specified above with respect to
Contractor staff for which the CDHS pays hourly reimbursement.

Conviction for a felony involving illegal gain or the illegal use of government funds, grants,
Contracts, or Medicaid or Medicare monies, or a conviction for fraud, embezzlement, wire fraud,
mail fraud, or a securities violation shall disqualify an applicant or employee from work under the
Contract.

The CDHS, at its discretion and consistent with any CDHS or federal laws concerning civil rights,
may require the Contractor to submit fingerprints for its employees.

Non-Restrictive Employment Practices

Subject to Exhibit E, Additional Provisions, Section 38, Conflict of Interest, Incompatible Activity of
Contractor and Employees, the Contractor shall not prevent any Contractor employee, other than
those designated as senior management, from being employed by the CDHS or any successor
Contractor. The Contractor shall fully cooperate with the CDHS and the successor contractor in
placing employees assigned to the Contract with the successor contractor.

The Contractor shall include the requirements of this subsection in all subcontracts.

Contractor Resources Level

The Contract requires that the Contractor meet all the contractual requirements and responsibilities
listed herein. The Contractor shall provide sufficient resources including staff and staff support to
fully execute all responsibilities required under the Contract. All Contractor management staff shall

be available between the core hours of 8:00 a.m. to 8:00 p.m., Monday through Friday, and 8:00
a.m. to 5:00 p.m., Saturday, excluding CDHS holidays.
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Staff who are hired to work on the HCO Contract shall work on this Contract and this Contract
alone. No staff shall be assigned duties unrelated to this Contract without the prior written consent
of the CDHS.

Equipment purchased and paid for through this Contract’s Cost Reimbursement provisions shall be
utilized for this Contract and this Contract only.

Once a month, by the fifth (5™) business day of the month, the Contractor shall provide CDHS with
two (2) staffing reports. One will report the number of staff by function and classification currently
working on the Contract. These numbers will be compared to the staffing levels by function and
classification proposed in the Narrative Proposal, as modified with the approval of the Contracting
Officer. This report shall be in the same format as submitted during Takeover. This report shall
also show average staffing for the past twelve (12) months, beginning with the first (1*') prior month.
The second (2") report will consist of an organization chart, depicting each position by staff name,
classification, and employee identification code, and shall be in the same format as the
Organization Structure and Personnel Acquisition Plan used in Takeover.

Hourly Reimbursable Employees and Special Groups

This section applies to the Contractor employees whose wages are reimbursed by the CDHS on a
per-hour basis, and to those who are employed in an hourly reimbursable special group.

Those Contractor employees designated as hourly reimbursable employees and their supervisors
shall work solely on CDHS-identified and prioritized work under the Contract, except with the prior
written approval of the Contracting Officer. These staff shall not at any time be assigned tasks
unrelated to Contract operations. This prohibition includes work relating to the re-bid of the
Contract and similar business proposal work. The Contractor shall submit names, resumes, and
other required identifying information for each hourly reimbursable employee and his or her
supervisor, in a form and manner specified by the Contracting Officer. The Contracting Officer must
specifically approve each hourly reimbursable employee prior to that individual's assumption of his
or her designated duties. Should the Contractor desire to implement staffing changes in its pool of
hourly reimbursable employees, through reassignment, transfer, or other personnel action, the
Contractor shall notify the Contracting Officer thirty (30) calendar days prior to implementing those
changes. When proposed staffing changes involve hiring new hourly reimbursable staff, the
Contractor shall submit to the Contracting Officer all required information on the qualified
candidates it proposes to hire, unless the Contracting Officer grants additional time. Should an
hourly reimbursable employee separate employment with the Contractor without advance notice,
the Contractor shall notify the CDHS of the change within three (3) business days of notice from the
employee to the Contractor. Any time worked by an employee without prior CDHS approval shall
not be payable by the CDHS.

Under no circumstances will the Contractor be paid for vacant positions, leaves of absence
including sick leave and vacation, or for work performed on functions not specifically authorized
under the Contract, except as previously authorized in writing by the Contracting Officer. Further,
the Contractor shall utilize, and make available to the CDHS, an automated system that records all
time that each hourly-reimbursed employee works specified by assigned activity. This data shall be
automatically collected into the automated system and must have the capability to generate reports.
The CDHS shall have full read access to all records for hourly reimbursable employees housed in
this system. This access shall enable designated CDHS staff to run production and ad hoc reports
and queries, and to download data records in all standard data formats to CDHS servers and
workstations. For each employee, the system shall contain all current billable and non-billable
hours by activity, as well as the employee’s regular hours worked, leave of absence hours, and
overtime hours. This automated system must be linked to the Contractor's payroll accounting
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system and each employee’s hours (billable and non-billable hours) must reconcile to the
Contractor’s payroll accounting system. By the tenth (10™ business day of the month, following the
month worked, the Contractor must, utilizing this system, provide the CDHS with monthly summary
reports which summarize the number of hours worked by each hourly reimbursable employee and
the overall time spent by these employees on each Contract task/function.

Should the Contracting Officer find that an hourly reimbursable employee is failing to perform his or
her designated duties in a manner that is acceptable to the CDHS, the Contracting Officer may, at
his or her sole discretion, require the Contractor to provide the employee with specialized training to
improve performance or production, transfer the employee from the special group or simply not
allow payment for those hours. Should training be required, the Contractor shall submit a plan to
provide such training within fourteen (14) calendar days from the date the Contractor ordered or
authorized such training. Should a transfer be required, the Contractor shall initiate that transfer
within fourteen (14) calendar days from the date the Contracting Officer ordered or authorized a
transfer. During the fourteen (14) calendar days leading to the initiation of a transfer, the Contractor
shall submit to CDHS all required information on a new, qualified nominee to assume the duties of
the employee undergoing transfer. The Contracting Officer's discretionary power to require
additional training or to require transfer of an hourly reimbursable employee will not be
unreasonably exercised nor will the approval be unreasonably withheld.

Published Telephone List of Key Personnel

The Contractor shall provide the Contracting Officer with a monthly updated list of the direct line
phone numbers of senior management and other key personnel. The phone list shall include, but
not be limited to, the employees in all functional areas described in Exhibit A, Attachment Il, Scope
of Work.

General Contractor Responsibilities
A. Cooperation

The Contractor shall cooperate fully with any other contractors that may be engaged by CDHS
to work on HCO Program related activities. The Contractor shall cooperate with the CDHS and
any law enforcement authorities in the investigation and documentation of possible fraud and
abuse cases or any other possible misconduct related to the Contractor’'s responsibilities and
performance under the Contract.

The Contractor shall cooperate with CDHS, to the extent required by the Contracting Officer, in
procuring the HCO Contract during the Contract Turnover and Takeover periods.

B. Notification Responsibilities of Contractor

If the Contractor failed to notify the CDHS, prior to the date fixed for submission of its Narrative
Proposal and Bid Price, of problems, including any ambiguity, conflict, discrepancy, omission, or
other error, in the RFP known to the Contractor (then the Proposers) or a problem, including any
ambiguity, conflict, discrepancy, omission, or other error, that reasonably should have been
known to it (see Contract Section XXX), the Contractor shall have submitted its Narrative
Proposal and Bid Price at its own risk. In addition, the Contractor shall not be entitled to
additional compensation or time by reason of such problems(s) or its/their correction.

C. New Contract Requirements Established by Narrative Proposal
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If the successful Proposer has offered in its Narrative Proposal to meet requirements, which
exceed (are more stringent than) RFP requirements, CDHS will be considered to have accepted
this offer of more stringent requirements (unless specific Narrative Proposal requirements are
rejected by the CDHS) by award of the Contract to the successful Proposer. Therefore, the
more stringent requirements contained in the successful Proposer’s Narrative Proposal shall
supersede the RFP requirements for the purpose of measurement of Contractor performance
and for the use of any legal recourse available to the CDHS. Under no circumstances shall
requirements, which are less stringent than RFP requirements, be accepted or become a part of
the Contract, even if included in the Narrative Proposal.

D. Additional Copies of Proposal
Two (2) weeks after CED the Contractor shall provide to the Contracting Officer:

1. An additional five printed copies (one (1) or more volumes) of the updated Narrative and
Price Proposals and any clarifications or corrections thereto submitted during the evaluation
phase, and

5. Three (3) sets (one (1) or more volumes) of the updated Narrative and Price Proposals,
including the evaluation phase version, on CD-ROM.

The printed and electronic copies of the Narrative and Price Proposals submitted to the CDHS
shall contain a summary document, which cross-references each Proposals’ sections to the
Contract sections to which it is a response. Each set of the Proposals shall be submitted as a
complete, self-contained unit.

E. Confidential Information

Public access to any confidential, proprietary, or trade secret information (hereinafter
“proprietary information”), which is submitted to the CDHS after the award of the Contract, shall
be governed by the California Public Records Act (Government Code Section 6250, et seq.).

The CDHS will withhold from public disclosure any bona fide proprietary information pursuant to
the provisions of Government Code Section 6255.

The CDHS defines proprietary information for purposes of this RFP as: “Data or materials that
the Contractor has identified in a satisfactory manner as being under the Contractor’s control
and which the Contractor has demonstrated as being of a proprietary nature by reason of
copyright, patent, or trade secret under the laws of the CDHS of California that are in effect at
the CED".

Proprietary information submitted to the CDHS must be clearly labeled as “confidential” and
must be submitted separately. Accompanying the pages designated confidential, the Contractor
shall provide full and complete justification indicating the basis on which the claim of
confidentiality is based.

The CDHS will notify the Contractor in the event a request is made under the California Public
Records Act for the release of proprietary information held by the CDHS. The CDHS will
ascertain whether the Contractor’s claim that the information is proprietary is bona fide, and may
request additional justification from the Contractor. If the CDHS determines that the claims are
bona fide, the CDHS will notify the requester that the information will not be released. If the
CDHS determines that the claim is not bona fide, the CDHS will give the Contractor ten (10)
business days prior written notice of its intent to release the information. The Contractor will be
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solely responsible for seeking judicial relief to protect such information from disclosure and for
defending against any attempt by the requester to compel release of the information in court.
The Contractor understands and agrees that the CDHS is not required to take any action in
court to protect the information, this being the Contractor's sole responsibility. Further, the
Contractor will be solely responsible for any costs or attorney’s fees it or the CDHS incurs in
connection with litigation related to protection of Contractor’s proprietary information. Further,
the Contractor will indemnify and hold harmless the CDHS from any claim or expense
whatsoever which may occur as a result of the CDHS initially accepting the submitted
information as proprietary, or of its handling of such information after a request is made for its
disclosure.

F. Attestation of Understanding/Agreement Form

Exhibit 9-2, the Attestation of Understanding/Agreement Form, which is submitted as a part of
the Contractor’'s Narrative Proposal, is herein incorporated into the Contract by this reference.

G. Priority Hiring Considerations

Contractor agrees that it shall give priority consideration in filling vacancies in positions funded
by this agreement to qualified recipients of aid under Chapter 2 (commencing with Section
11200) of Part 3 of Division 9 of the W&I Code, in accordance with Article 3.9 (commencing with
Section 11349) of Chapter 2 of Part 3 of Division 9 of the W&I Code.

This provision shall not be construed to do any of the following:
a. Interfere with or create a violation of the terms of valid collective bargaining agreements;
b. Require the Contractor to hire an unqualified recipient of aid;

c. Interfere with or create a violation of any federal affirmative action obligation of the
Contractor for hiring disabled veterans or veterans of the Vietnam era; and

d. Interfere with or create a violation of the requirements of Section 12990 of the Government
Code, implementing the CDHS of California’s nondiscrimination laws.

H. Media Releases

The Contractor shall carry out a detailed and effective review of any information, promotional
materials, media release, or advertising proposed to be released by it, or any subcontract, prior
to release. The Contractor’s review shall ensure at a minimum, the accuracy of terminology,
guantitative information, statistical conclusions, and the like. That review shall also ensure that
released materials are free from statements that the CDHS would construe as exaggeration,
distortion, embellishment, or other unacceptable departure from the purely factual. The
Contractor or any subcontractor shall not make any release without the prior written approval of
the Contracting Officer. This Provision shall apply to any release which relates to the Contract,
Contractor’'s performance under the Contract, to any aspect of enrollment/disenrollment
services, payment or services by the CDHS, or the Medi-Cal program.

19. Change Orders

This Provision shall apply in cases where the CDHS alters the work required or reallocates
functions within the general scope of the Contract, resulting in a change in Contractor's
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responsibilities as defined in this section. Change Orders will be utilized in cases where an
adjustment is needed to Contractor Scope of Work and/or payment.

A. Change In Contractor Responsibilities

The Contractor's bid prices will remain in effect for required work through the end of the
Contract. In the event that the CDHS alters the work required or reallocates functions within the
general scope of the Contract (which the CDHS, at its sole discretion, may do at any time
during the term of the Contract), in such a way as to cause a documentable increase or
decrease in the required effort of the Contractor, such action by the CDHS shall be taken
through a Change Order. As used in this Provision, "documentable" means that quantitative
evidence can be presented to support the proposition that there is an "increase or decrease."

The following four (4) conditions will not be justification for adjustment to the bid prices:

1) Implementation by the Contractor of instructions contained in HCO C-Letters or other
changes which would normally be made as part of the Contractor's responsibility;

2) Execution of a Contract responsibility for which the Contractor is already receiving
reimbursement;

3) Changes in volumes that are within the ranges defined in Exhibit B, Budget Detail —
Payment Provisions; and

4) Design, Development & Implementation (DD&I), maintenance, or other activities defined in
the Contract as part of the contractual responsibilities.

B. Additional Contractor Services (ACS) proposed by the Contractor.

In determining whether a price revision is necessary for the implementation of an ACS,
consideration shall first be given to:

1) Whether this effort has been offset by the implementation of cost reduction changes initiated
by either the Contractor or the CDHS, as described in Exhibit E, Additional Provisions,
Section 19, Cost Reduction Change Proposals; and

2) Whether there are alternate means for implementing the change or whether there are
resources being used elsewhere which can be made available for the change.

If the total cost for the adjustment exceeds the saving of the actions listed in (1) and (2), above,
the Change Order process shall be utilized to compensate for the increased cost, plus overhead
and profit.
C. Change Order Implementation

This Provision is intended for use in the case of a change in Contractor responsibilities. If a
change in Contractor responsibilities is proposed, the Contracting Officer shall issue a Change
Order via a C-Letter and specify the date of implementation, subject to Exhibit E, Additional
Provision, Section 17.5, Contractor- Initiated Change Orders.

D. Change Order - Contractor Requirements
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All Additional Provisions of the Contract shall apply to each Change Order, unless specifically
modified by that Change Order.

The Contractor shall provide to the Contracting Officer within thirty (30) calendar days of receipt
of the Change Order, a written statement that:

1) The change has no price impact on the Contractor; or

2) There is a price impact, in which case the statement shall include a completed cost pricing
form (see Exhibit E for the sample Pricing Proposal Form) for each phase of the change
including DD&Il if not performed/implementd by the Systems Group . In addition, the
Contractor shall submit with this form any information required to explain the Contractor's
estimating process, including:

a. The judgmental factors applied, and the mathematical or other methods used in the
estimate, including those used in projecting from known data;

b. The assumptions used by the Contractor in developing the proposed price;

c. The methodology and justification for the calculation for general and administrative
expenses, overhead costs and allocations, and profits, including the date of the data
used for this calculation; and

d. A work plan meeting the Contract requirements for work plans, as stated in, Exhibit E,
Additional Provisions, Section XXX.

The CDHS shall negotiate with the Contractor to reach agreement on Change Orders. In
cases where additional information is required, the Contractor shall provide needed
information within ten (10) calendar days of request. After the parties reach an agreement,
the Contract terms shall be modified accordingly. If the parties are unable to reach an
agreement, the Contracting Officer shall order the implementation of the Change Order and
make a determination of the revised prices. The Contractor shall proceed with the work as
thus changed, subject to the Contractor's right to dispute the Contracting Officer's
determination of the price, pursuant to Exhibit E, Additional Provision, Section 22, Disputes
and Appeals.

E. Contractor- Initiated Change Orders

The Contractor shall not institute any modification to its procedures, operations, or
organization that would directly or indirectly increase the cost to the CDHS without first:

1) Submitting a written statement of the type described in Exhibit E, Additional Provision,
Section 17.4, Change Order — Contractor Requirements; and

2) Receiving approval in writing from the Contracting Officer to institute the modification.

F. Change Order Approvals

1) All increased costs of performance attributable to Contractor-initiated Change Orders
incurred prior to receipt of such written approval as set forth above shall be disallowed.

2) A Change Order must be approved by the California Department of General Services
and the California Department of Finance, if the Change Order:
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20.

21.

a) Costs the CDHS in excess of seventy-five thousand dollars ($75,000) for DD&I
(excluding Systems Group changes); or

b) Results in a one-time (1-time) operations cost of more than seventy-five thousand
dollars ($75,000).

3) The California Department of Finance review may also require a thirty (30) calendar day
notice to the Legislature before approval; and

4) If the Change Order causes a one-time (1-time) cost to the CDHS of more than two
hundred and fifty thousand dollars ($250,000), it shall be subject to review by the
California CDHS Legislature.

Change Orders shall be subject to Centers for Medicare and Medicaid Services (CMS)
review.

Amendments

Except for Informal Scope of Work changes described in Exhibit A, Attachment Il, Scope of Work
and Change Orders described in Exhibit E, Additional Provisions, Section 17, Change Orders, no
amendments to this agreement will be permitted except those that comply with all requirements of
this paragraph. Should either party desire to change or amended the terms of this Agreement, any
such change or amendment shall be proposed in writing to the other party, who shall acknowledge
receipt of the proposal, and respond in writing as to whether the proposed change or amendment is
acceptable. The party proposing the change or amendment shall set forth a detailed explanation of
the reasons for the proposed changes, including an analysis of the proposal’s costs and benefits. If
the changes are acceptable, the agreed upon changes shall be made through the CDHS’s normal
agreement amendment process. No amendment will be binding on either party until it is formally
approved by the CDHS.

Cost Reduction Change Proposals

A. General

1) The Contractor is encouraged to develop, prepare, and submit Cost Reduction Change
Proposals voluntarily. As provided in this Provision, the Contractor shall share in net
Contract savings realized from accepted Cost Reduction Change Proposals.

2) Cost Reduction Change Proposals related to services under the fixed price portion of the
Contract must be approved by the Contractor prior to implementation under the Change
Order process set forth in Exhibit E, Additional Provisions, Section 17, Change Orders. The
Contractor shall not implement any cost reduction action that would constitute a change in
Contractor responsibilities under Exhibit E, Additional Provision, Section 17.4, Change
Order — Contractor-Initiated Change Orders, without first having complied with the provisions
of Exhibit E, Additional Provision, Section 17. (See also Exhibit E, Additional Provisions,
Section 21, Waiver of Contract Provisions).

3) Notwithstanding the provisions of Exhibit B, Attachment |, Budget Detail — Payment
Provisions, Special Payment Provisions, of this Contract, relating to payment of cost
reimbursement services under the Contract, the CDHS will share the savings resulting from
the implementation of Cost Reduction Change Proposals relating to cost reimbursement
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services with the Contractor. The purpose of this provision is to provide an incentive for the
Contractor to make changes that will reduce costs, even in activities where its costs are
reimbursed.

B. Definitions

1)

2)

3)

4)

5)

6)

Cost Reduction Change Proposal means a proposal that:

a) In connection with services under the fixed price portion of the Contract, requires a
Change Order under the Contract to implement; or

b) In connection with services subject to cost reimbursement, has been approved by the
Contracting Officer; and in either case,

¢) Results in reducing the overall projected cost to the CDHS without impairing the
Contractor's performance of its duties and responsibilities under the Contract.

Contract savings, as used in this Provision, are the net cost reductions to the Contract, and
are equal to cost reductions effected by the Cost Reduction Change Proposal (calculated in
accordance with this Provision) less the Contractor's allowable DD&I costs.

Net Contract Savings, as used in this Provision, refer to Contract savings, less CDHS
costs.

CDHS costs, as used in this Provision, refer to those CDHS costs that result directly from
implementing the Cost Reduction Change Proposal, such as any net increases in the cost of
testing, operations, maintenance, and logistics support. The term does not include the usual
and customary administrative costs of processing the Cost Reduction Change Proposal.

Contractor's DD&I costs, as used in this Provision, refer to those costs the Contractor
incurs on a Cost Reduction Change Proposal in researching, designing, developing, testing,
preparing, and submitting the Cost Reduction Change Proposal to the CDHS. If the CDHS
accepts a Cost Reduction Change Proposal, any costs the Contractor incurs making
contractual changes to its HCO Program Operations related to the proposal are also
considered the Contractor's DD&I costs.

Sharing period, as used in this Provision, refer to the period beginning with acceptance of
the Cost Reduction Change Proposal and ending when the term of the Contract ends
pursuant to Exhibit E, Additional Provisions, Section 3, Term of the Contract.

C. Cost Reduction Change Proposal Preparation

At a minimum, the Contractor shall include in each Cost Reduction Change Proposal the
information described below:

1)

2)

Identification of the specific costs that are reduced as a result of the Cost Reduction Change
Proposal. This will require that the Contractor document the current cost incurred by the
CDHS and the savings resulting from implementation of the Cost Reduction Change
Proposal.

A description of the difference between the existing Contract requirement and the proposed
requirement, the comparative advantages and disadvantages of each, a justification when a
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D.

function or characteristic under the Contract is being altered, and the effect of the change on
the Contractor's performance.

3) A list and analysis of the Contract requirements that must be changed if the Cost Reduction
Change Proposal is accepted, including any suggested specification revisions.

4) ldentification of the Contract services to which the Cost Reduction Change Proposal applies.

5) A separate, detailed cost estimate for 1) the affected portions of the existing Contract
requirement and 2) the Cost Reduction Change Proposal. The cost reduction associated
with the Cost Reduction Change Proposal shall take into account the Contractor's allowable
DD&l costs, including any amount attributable to subcontracts.

6) A description and estimate of costs the CDHS may incur in implementing the Cost
Reduction Change Proposal, such as test and evaluation and operating and support costs.

7) A statement of the time by which a Contract modification accepting the Cost Reduction
Change Proposal must be issued in order to achieve the maximum cost reduction, noting
any effect on the Contract compliance time requirements (cycle times, systems and
Telephone Call Center availability, etc.).

8) Identification of any previous submissions of the Cost Reduction Change Proposal, including
the dates submitted, and previous actions by the CDHS, if known.

Submission

The Contractor shall submit Cost Reduction Change Proposals in writing to the Contracting
Officer.

Action by the CDHS

The Contracting Officer shall notify the Contractor of the status of the Cost Reduction Change
Proposal within forty-five (45) calendar days after the Contracting Officer receives it. If
additional time is required, the Contracting Officer shall notify the Contractor within the forty-five
(45) calendar day period and provide the reason for the delay and the expected date of the
decision. The CDHS will process Cost Reduction Change Proposals expeditiously; however, it
shall not be liable for any delay in acting upon a Cost Reduction Change Proposal. The
Contracting Officer may request additional information that would be helpful in evaluating the
Proposal.

If the Cost Reduction Change Proposal is not accepted, the Contracting Officer shall notify the
Contractor in writing, explaining the reasons for rejection. The Contractor may withdraw any
Cost Reduction Change Proposal, in whole or in part, at any time before the CDHS accepts it.
Prior to acceptance, the Contracting Officer may require that the Contractor provide written
notification before it undertakes significant expenditures for the Cost Reduction Change
Proposal development effort.

Any Cost Reduction Change Proposal related to services under the fixed price portion of the
Contract may be accepted, in whole or in part, by the Contracting Officer's approval of a
Change Order under Exhibit E, Additional Provision, Section 17.5, Change Order — Contractor-
Initiated Change Orders, citing Exhibit E, Additional Provision, Section 20, Notification of
Claims. Until such a Change Order applies a Cost Reduction Change Proposal to the Contract,
the Contractor shall continue to perform in accordance with the existing Contract.
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Any Cost Reduction Change Proposal related to services subject to cost reimbursement may be
accepted, in whole or in part, by the Contractor's written approval in accordance with Exhibit E,
Additional Provisions, Section 8, Contract Communication.

The Contracting Officer's decision to accept or reject all or part of any Cost Reduction Change
Proposal, and the decision as to which of the sharing rates applies, shall be final and not subject
to Exhibit E, Additional Provisions, Section 22, Disputes and Appeals, or otherwise subject to
litigation.

F. Sharing rates

If a Cost Reduction Change Proposal is accepted, the Contractor shall share in net Contract
savings according to the percentages set forth below.

1) The following apply to Cost Reduction Change Proposals that affect the fixed price portion
of the Contract:

a) If a Cost Reduction Change Proposal is Contractor initiated, net Contract savings shall
be apportioned seventy-five percent (75%) to the Contractor and twenty-five percent
(25%) to the CDHS. The twenty-five percent (25%) savings shall be applied under
Exhibit E, Additional Provisions, Section 17, Change Orders, or, if there are no offsetting
changes, the apportioned savings will result in a reduction in Contract prices.

b) If a Cost Reduction Change Proposal results from joint efforts on the part of the CDHS
and the Contractor, net Contract savings shall be proportionately shared between the
parties, the proportioned shares to be determined through an agreement of the parties.
In the event that an agreement on proportioned shares cannot be reached within six (6)
months of the date the CDHS authorizes the change, the CDHS and the Contractor shall
each share fifty percent (50%) of the benefits.

2) For Cost Reduction Change Proposals that affect the cost reimbursement portion of the
Contract, net Contract savings shall be apportioned between the CDHS and the Contractor

as follows:
Cumulative Savings CDHS Share Contractor Share
$5,000 - $250,000 50% 50%

Percent apportionment negotiable but shall not
exceed 50% to the Contractor and shall not
exceed a maximum of $250,000 per
improvement.

$250,001 and above

For system improvements originated and paid for by the CDHS which decrease the
operating expenses or costs, or result in one-time decreased expenses or costs, and which
are not utilized to offset changes under Exhibit E, Additional Provisions, Section 17, Change
Orders, the financial benefits of those changes shall be one hundred percent (100%) to the
CDHS and will result in a reduction of the cost or price of the Contract.

G. Calculating and documenting Contract savings
1) CDHS costs (such as DD&I costs) shall be offset against the savings generated by the Cost

Reduction Change Proposal each time such savings are realized until all costs are fully
offset. Then, the Contractor's share is calculated by multiplying net Contract savings by the
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appropriate Contractor's percentage-sharing rate (see Exhibit E, Additional Provisions,
Section 19.6, Cost Reduction Change Proposal — Sharing Rates, above). Additional
Contractor shares of net Contract savings shall be paid to the Contractor at the time savings
are realized until the Contractor’s share is fully realized, subject to Exhibit E, Additional
Provisions, Section 19.6, Cost Reduction Change Proposal — Sharing Rates.

2) Documentation of Contract savings is the responsibility of the Contractor and is subject to
Contracting Officer review and approval prior to payment of the Contractor's share of
savings, as allocated using the apportionment methodology described above. The
Contractor shall submit a monthly cost savings invoice with appropriate documentation to
the CDHS. The Contracting Officer must approve the documentation submitted before
payment of the invoice is made. For one (1)-time cost savings, the Contractor will submit a
single invoice with appropriate documentation submitted before payment of the invoice is
made.

H. Paying the net Contract savings

The Contractor shall pay the DD&I costs of a cost reduction change proposal as specified in this
paragraph. The CDHS may initially pay those Contractor's DD&l costs which are cost
reimbursable under Exhibit B, Attachment I, Special Payment Provisions, for Cost Reduction
Change Proposals which have been accepted by the Contracting Officer. Such costs are then
amortized over a twelve (12) month period and shall offset the Contractor's monthly share of
savings for the first twelve (12) months following implementation of the proposal. Costs for Cost
Reduction Change Proposals resulting in one-time (1-time) cost savings are not amortized. The
Contractor’s share of the one (1)-time savings is billable at the time it is achieved, less cost-
reimbursable design, DD&I costs.

I. Confidentiality

Confidential trade secret information submitted by the Contactor in support of a Cost Reduction
Change Proposal shall be subject to Exhibit E, Additional Provisions, Section 15.5, General
Contractor Responsibilities — Confidential Information.

J. Disputes and notification of proposal development

1) Disagreements between the CDHS and the Contractor over the calculation or payment of
the Contractor's share of the savings realized under a Cost Reduction Change Proposal, or
other matters (except as provided in paragraph E. above) shall be subject to the provisions
of Exhibit E, Additional Provisions, Section 20???, Notification of Claims, as appropriate.

2) Disputes over whether a Cost Reduction Change Proposal was Contractor- or CDHS-
initiated shall be settled by a comparison of the date or dates on which the Contracting
Officer was first notified in writing of the proposed change. For purposes of this section
“notification” must consist, at a minimum, of a description of the proposal, the steps
necessary to implement the proposal, and an estimate of the costs and savings that are
anticipated. General recommendations as to changes or improvements that could result in
cost savings will not constitute notification. Notification from the Contractor shall be in
accordance with the requirements of Exhibit E, Additional Provisions, Section 8, Contract
Communication. Notification from CDHS sources shall be transmitted to the Contracting
Officer on Official CDHS letterhead that has been dated and signed. In the event that the
Contracting Officer received notification from both CDHS staff and the Contractor on the
same date, he or she shall reach a determination as to which party originated the proposal,
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22.

subject to the dispute resolution provisions contained in Exhibit E, Additional Provisions,
Section 20, Notification of Claims

K. Other Provisions

1) At the sole option of the Contracting Officer, the CDHS may assume part of the Contractor's
DD&l costs;

2) In the event that the Contractor initiates the development, design, or implements changes or
improvements in HCO Program Operations under the Contract that do not fall within the
scope of this Exhibit E, Additional Provisions, Section 19. Cost Reduction Change
Proposals, or other applicable Contract Sections (cite the Change Order, Amendment, and
Informal Scope of Work Change sections) the Contractor shall bear all costs;

3) Without limitation, this Exhibit E, Additional Provisions, Section 19. Cost Reduction Change
Proposals, does not apply to Contractor implementation of Change Orders issued by the
Contracting Officer in direct response to changes in federal or CDHS statutes, regulations,
or decisional law subsequent to Contract award. Any savings from these actions shall
accrue one hundred percent (100%) to the CDHS; and

4) The United States Postal Service, telephone companies’ long distance carriers, and high-
capacity data line providers (such as AT&T and SBC), other public/private utilities and any
other vendors whom the Contractor utilizes for pass-through expenses may enact rate
changes that reduce cost reimbursement expenses. This Exhibit E, Additional Provisions,
Section 19. Cost Reduction Change Proposals, does not apply to such reductions and the
Contractor shall not claim a share of the savings resulting from reduced rates from these
utilities. Any savings from these rate reductions shall accrue one hundred percent (100%)
to the CDHS.

Notification of Claims

The purpose of this section is to obtain prompt reporting of CDHS conduct, which the Contractor
believes will result in, or require, a change to the Contract.

A. Contractor’s Notice
Except for Change Orders issued by the Contracting Officer in accordance with Section 17,
Change Orders, the Contractor shall promptly notify the Contracting Officer in writing of CDHS
conduct (including actions, inactions, and written or oral communications) which it regards as
directing or requiring a change to the price or performance schedule elements or the Additional
Provisions of this Contract. of this Contract. Notification will be promptly given, but in no event
shall notification occur fifteen (15) or more calendar days from the date on which the Contractor
first becomes aware of such conduct.

B. Notice Information

The Contractor’s notice shall be in a form prescribed by the Contracting Officer and shall CDHS,
on the basis of the most accurate information then available to the Contractor, the following:

1) Thatitis a claim being filed pursuant to this section (Notification of Claims);

2) The date, nature, and circumstances of the conduct regarded as a change;
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3)

4)

5)

6)

The names, function, and activity of each individual, Contractor, subcontractor, CDHS
official, or employee involved in or knowledgeable about said conduct;

The identification of any documents and the substance of any oral communications involved
in such conduct. Copies of all identified documents shall be attached;

The reason why the Contractor believes that the conduct justifies an adjustment to the price
or performance schedule elements or the Additional Provisions of the Contract; and

The particular elements of Contract performance for which the Contractor may seek an
equitable adjustment under this clause, including:

a. What Contract line item(s) have been or may be affected by the alleged change;

b. What labor or materials or both have been or may be added or deleted by the alleged
change;

c. To the extent practicable, what delay and disruption in the manner and sequence of
performance, and effect on continued performance have been or may be caused by the
alleged change;

d. Estimates of the changes in Contract prices, delivery schedules, and/or other Contract
provisions that will, according to the Contractor, generate adequate compensation for
the CDHS conduct which gave rise to its Notification of Claim.

e. The Contractor's estimate of the date by which the CDHS must respond to the
Contractor’s notice in order to minimize cost, delay, or disruption of performance.

Following submission of the required notice, the Contractor shall diligently continue
performance of the Contract (including matters identified in the notice to the maximum
extent possible).

C. Contracting Officer Decision

The Contracting Officer shall respond in writing within thirty (30) calendar days from the date on
which he or she received notice from the Contractor, as provided for in this Exhibit (Exhibit E,
Additional Provisions, Section 20, Notification of Claims). The Contracting Officer 's response
shall:

1)

2)

3)

Indicate whether the conduct about which the Contractor gave notice constitutes a basis for
an adjustment to the price or performance schedule of the Contract, and where necessary,
provide the Contractor with direction concerning any necessary alterations in its
performance under this Contract; or

Countermand any action or communication earlier given relating to the conduct of which the
Contractor gave notice; or

Deny that the conduct of which the Contractor gave notice constitutes a basis for adjustment
to the price or performance schedule of the Contract, and where necessary provide the
Contractor with direction concerning any necessary alterations in its performance under this
Contract; or
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4) If the information in the Contractor's notice is inadequate to permit a decision to be made
under Exhibit E, Additional Provisions, Section 20.3, Notification of Claims — Contracting
Officer Decision (3.a, 3.b, and 3.c) above, advise the Contractor as to what additional
information is required, and establish how that information should be furnished. The
Contractor shall have thirty (30) calendar days to respond to the Contracting Officer's
request for further information. Upon receipt of this additional information, the Contracting
Officer shall have thirty (30) calendar days to respond with a decision.

Notice Confirmation

If the Contracting Officer, in his or her sole discretion, confirms that the conduct provides a basis
for an adjustment in price or performance schedules, or the Additional Provisions of this
Contract, or any combination of these, the Contracting Officer shall issue a written Change
Order and the parties shall proceed in accordance with Exhibit E, Additional Provisions, Section
17, Change Orders. Any payment adjustment shall be computed as of the date of the
Notification of Claim, or upon the date of delivery of additional information pursuant to Exhibit E,
Additional Provisions, Section 20.3.d, Notification of Claims — Contracting Officer Decision,
above.

If the Contracting Officer, in his or her sole discretion, denies that the conduct identified by the
Contractor constitutes a basis for an adjustment in price or performance schedule, or the
Additional Provisions, the Contracting Officer shall issue a final decision to this effect and the
Contractor may proceed in accordance with Exhibit E, Additional Provisions, Section 22,
Disputes and Appeals. The final decision thus issued shall remain final and conclusive unless
the Contractor files a Notice of Appeal in a timely manner in accordance with Exhibit E,
Additional Provisions, Section 22, Disputes and Appeals.

Contractor Waiver

If the Contractor fails to submit a notice in the manner and within the time specified in this
Exhibit E, Additional Provisions, Section 20, Notification of Claims, such failure shall constitute a
waiver by the Contractor of all claims arising out of said conduct, whether direct or
consequential in nature, and the Contractor shall not have any appeal rights, either under this
Contract or at law or equity, on such claims.

Unsupported Claims

If the Contracting Officer, in his or her sole discretion, determines that the Contractor is unable
to support any part of its claim and it is determined that such inability is attributable to
misrepresentation of fact or fraud, including failure to provide sufficient information known to the
Contractor, the Contractor shall be liable to the CDHS for all costs attributable to reviewing the
claim(s).

23. Waiver of Contract Provisions

No covenant, conditions, duty, obligation, or undertaking contained in or made a part of the
Contract shall be waived except by written agreement of the parties, and forbearance or indulgence
in any other form or manner by either party in any regard whatsoever shall not constitute a waiver of
the covenant, condition, duty, obligation, or undertaking to be kept, performed, or discharged by the
party to which the same may apply; and until complete performance or satisfaction of all such
covenants, conditions, duties, obligations and undertakings, the other party shall have the right to
invoke any remedy available under the Contract or under law or equity, notwithstanding any such
forbearance or indulgence.
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Proposed waivers must be initiated by the Contractor and in a written Contract waiver request
signed by the Contractor's Representative. A Contract waiver request shall contain either:

A. Certified cost and pricing data covering either the costs or cost savings attributable to the
requested waiver;

B. A certified statement that this waiver results in neither an increase in cost nor any cost savings;
or

C. A certified statement that the costs or cost savings attributable to the change are less than the
costs involved in preparing cost and pricing data in response to a Change Order, where the
Change Order does not exceed ten thousand dollars ($10,000).

The Contracting Officer's approval of the Contract waiver request shall be in the form of a C-Letter
signed by the Contracting Officer and shall define the scope of the waiver. The Contracting Officer
may require that the Contractor submit full documentation, including certified cost and pricing data,
in support of any waiver authorized pursuant to this section. If there is a cost or cost savings to the
CDHS, that cost or cost savings shall be processed in a Change Order or utilized as an offset
pursuant to Section 21, Waiver of Contract Provisions. A Waiver shall not exist unless approved by
a C-Letter.

Exhibit E, Additional Provisions, Sections 4.4, Procedures on Termination; 20.5, Contractor Waiver;
22.2, Waiver of Claims; 22.3, Contracting Officer's Decision; 25, Subcontractors—Relationships
Between Contractor and Subcontract and Cost Reimbursable Purchases; 34, Guaranty Provisions;
and Exhibit B, Budget Detail--Payment Provisions, Section XXX , Conditions Precedent to Payment
for Enroliment/disenroliment Transactions; contain specific time periods in which to perform. If the
Contractor fails to comply with these time period requirements, the Contracting Officer shall impose
a waiver of the right to proceed. These specific paragraphs are excluded from the requirements of
Section 22, Waiver of Contract Provisions, above.

CDHS Ownership

The CDHS does not own the HPE System used by the Contractor or any subcontractor under the
Contract.

A. The CDHS’s ownership rights shall extend, but not be limited to:

1) All data files and form designs;

2) All user and operation manuals and other documentation, including but not limited to data
entry manuals, enrollment/disenroliment processing manuals, reports generated by the
Contractor, Medi-Cal policy manuals, systems, and financial related manuals; and

3) All software and hardware, which were purchased by the CDHS via cost reimbursement.

B. All licenses are to be obtained in the Contractor's name but must include an option for
transferability either to a subsequent contractor or to the CDHS. Where a license cannot be
transferred, the Contractor shall, if requested by the Contracting Officer, assist the CDHS in

obtaining licenses of its own.

C. All software shall be designed to run on hardware that is sold to the general public in substantial
guantities.
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D. The Contractor shall not, without prior written approval from the Contracting Officer, contract or
subcontract with any outside organization for the purpose of operating the HPE System to
process enroliments, disenroliments or exemptions, or to conduct any of the activities listed in
Exhibit E, Additional Provisions, Section 21, Waiver of Contract Provisions.

E. The CDHS owns all documents, communications, and materials received by the Contractor from
health plans, providers and beneficiaries; all documents, materials, and reports generated
through the HPE System processing; and all documents, materials, and reports produced by the
Contractor from any information, communication or material received from the CDHS.

F. The provisions of this article shall be incorporated in any subcontract, which relates to the
subject matter of this article.

Authority of the CDHS

Sole authority to establish, define, or determine the reasonableness, necessity, level and Scope of
Work under the program administered through this Contract, or the eligibility of beneficiaries to
participate in that program, shall reside with the CDHS.

Sole authority to establish or interpret policy and its application related to the above areas shall
reside with the CDHS.

The Contractor may not, without the prior written approval of the Contracting Officer, enhance, limit,
or change in any other manner, those aspects of the HCO Program controlled by the operation of
the HPE system, except to apply emergency fixes, as described in Chapter 3.

Subcontracts-Relationships Between Contractor and Subcontractor and Cost Reimbursable
Purchases

This provision replaces in its entirety and supersedes provision 5 of Exhibit D (F). The following list
is not all-inclusive. Other aspects of the Contractor-Subcontractor relationship are defined in other
sections within Exhibit E, Additional Provisions.

A. Relationships Between Contractor and Subcontractor

In addition to Exhibit D (F), Special Terms and Conditions, Provision 5, relating to subcontracts,
the Contractor shall abide by the following requirements:

1) As used in the Contract, the term “subcontractor” shall include any individual or entity,
whether or not affiliated with the Contractor, which enters into a subcontract with the
Contractor, or any other subcontractor.

2) A subcontract, as used in this Contract, means any Contract which is a mutually binding
legal relationship obligating the seller to furnish the supplies, funds or services (including
construction) to the Contractor for use in meeting the requirements of this Contract. It also
includes any type of written commitment that is not a part of this Contract, but that can
obligate the CDHS to an expenditure of appropriated funds.

3) In addition to bilateral instruments, the term “Contract” includes (but is not limited to) job
orders; ordering agreements; and orders, such as purchase orders. These forms of a
Contract become effective by written acceptance or performance, including changes and/or
modifications to purchase orders and bilateral modifications to a Contract, entered into by a
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4)

5)

6)

7

8)

9)

subcontract to furnish supplies or services for performance of a prime contract or a
subcontract.

Unless prevented by other provisions of the Contract, the Contractor may enter into
subcontract(s) for performance of various portions of its functions under the Contract. All
subcontracts pursuant to the Contract shall be in writing.

The CDHS shall approve subcontracts in advance, unless the need for such approval is
specifically waived by the Contracting Officer in advance and in writing. In the event of a
waiver, the CDHS shall continue to have access, within two (2) business days of its request,
to all related documentation, including the subcontract itself, upon the Contracting Officer’s
request. Subcontracts in existence prior to the CED, which the Contractor proposes to use
for performance of any of its functions under this Contract, shall be subject to the prior
approval provisions of this paragraph.

No subcontract, which the Contractor enters into with respect to performance under this
Contract, shall in any way relieve the Contractor of any responsibility for performance of its
Contract duties.

The Contractor shall be held responsible for a subcontractor's actions, or for its failure to
take required actions, in regards to fulfilling the requirements of the Contract. Should the
CDHS suffer damages due to the actions, or to the inactions, of a subcontractor, the CDHS
shall be entitled to seek remedy from the Contractor, either through the liquidated damages
provisions of this Contract or through any other mechanism available to it under the
Contract; under the law; or in equity. Furthermore, the CDHS may require the Contractor to
review selected subcontractors and/or require that the Contractor add additional provisions
to a subcontract.

Any subcontract accepted as a part of the Contractor’'s Narrative Proposal shall specify that
the subcontractor may not terminate or change its relationship to the Contractor without the
prior and expressed approval of the Contractor. Such approval by the Contractor shall not
be granted unless the Contractor receives prior written approval of the Contracting Officer
regarding the termination or change in relationship. The Contractor shall not terminate a
subcontract or alter the working relationship between it and a subcontractor accepted as a
part of the Contractor’'s Narrative Proposal without prior written approval of the Contracting
Officer.

The Contractor shall develop and maintain back-up plans, which it shall put into effect at the
Contracting Officer’s direction in the event of a default on the part of a subcontractor that
was accepted as a part of the Contractor's Narrative Proposal. The Contracting Officer may
require that such plans be periodically updated so as to ensure a smooth transition to
designated back-up resources with no disruption to contractually required activities.

10) The Contractor shall immediately notify the Contracting Officer in writing of any action taken,

suit filed, or other claim made against the Contractor by any subcontractor or vendor, which
has the potential to result in litigation related in any way to the Contract, and which may
entitle a subcontractor or vendor to reimbursement from the CDHS.

11) Before the Contracting Officer will consider approving any subcontract for telephone

services, the Contractor shall be required to fully inform the Contracting Officer of any
products offered by the prospective subcontractor that would levy charges on callers who
dial in to hear a recorded message and/or a “live” presentation, and/or to seek assistance.

Page 34 of 65



Exhibit E Health Care Options
Additional Provisions 06-55000

12) Contractor shall maintain a copy of each subcontract entered into in support of this
agreement and shall, upon request by CDHS, make copies available for approval,
inspection or audit.

13) CDHS assumes no responsibility for the payment of subcontractors used in the performance
of the agreement. Contractor accepts sole responsibility for the payment of subcontractors
used in the performance of this agreement.

14) The Contractor shall ensure that all subcontracts for service include provision(s) requiring
compliance with applicable terms and conditions specified in this agreement.

15) The Contractor agrees to include the following clause, relevant to record retention, in all
subcontractors for services:

“(Subcontractor Name) agrees to maintain and preserve, until three years after termination
of (Agreement Number) and final payment from CDHS to the Contractor, to permit CDHS or
any duly authorized representative, to have access to, examine or audit any pertinent books,
documents, papers and records related to this subcontract and to allow interviews of any
employees who might reasonably have information related to such records.”

16) Unless otherwise stipulated in writing by CDHS, the Contractor shall be the subcontractor’s
sole point of contact for all matters related to performance and payment under this
agreement.

B. Subcontracts and Cost Reimbursable Purchases

In the Contractual relationship between the Contractor and subcontractor, the following
requirements shall apply for cost reimbursable purchases:

1) The Contractor shall secure at least three (3) written, competitive cost quotations before
entering into a subcontract or issuing a purchase order (or equivalent document) resulting in
ten thousand dollars ($10,000) or more in charges that are subject to the cost
reimbursement and/or Change Order provisions of this Contract. In the case of purchases
or subcontracts in excess of one thousand dollars ($1,000) but less than ten thousand
dollars ($10,000), the Contractor may seek Contracting Officer approval to purchase or
subcontract without obtaining three (3) competitive cost quotations. The Contractor must
obtain the Contracting Officer's approval in writing prior to finalizing a subcontract or a
purchase without obtaining three (3) quotations. Lacking this approval, three (3) quotations
shall be obtained, as provided above. Purchases or subcontracts for less than one
thousand dollars ($1,000) are exempt from the provisions of this paragraph (B1.).
Additionally, the CDHS may, at its sole discretion, process the subcontracts or purchases
described in this paragraph through the CDHS's procurement process.

2) If competitive quotations are received and the Contractor decides to enter into the
subcontract or the purchase with an entity other than the one submitting the lowest cost
guotation, the Contractor must obtain the Contracting Officer's written approval before
finalizing the subcontract or the purchase.

3) In all instances where the Contractor has received written competitive quotations, all
quotations received shall be made available to the Contracting Officer upon request.
Purchase orders for public utility services and postage at rates established for the general
public are not included in this requirement. Subcontracts subject to the cost reimbursement
provisions of the Contract shall not provide for payment on cost-plus-a-percentage-of-cost
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27.

28.

basis. Subcontracts or purchases subject to cost reimbursement by the CDHS shall be
payable at reasonable cost. A cost is reasonable if, by its nature and amount, it does not
exceed that which would be incurred by a prudent person pursuing similar goods and/or
services in a competitive marketplace.

4) No changes shall be made to subcontracts wherein services are provided directly or
indirectly to the CDHS, without prior approval from the Contracting Officer; and

5) The Contractor shall provide to the CDHS, within twenty-four (24) hours of receiving a
request from the CDHS, a complete copy of any subcontract, including addenda,
amendments, and attachments.

Affiliates

For purposes of this section, business concerns are affiliates of each other when, either directly or
indirectly, (a) one (1) concern controls or has the power to control the other; (b) a third party
controls or has the power to control both; or, (c) senior management as defined in Section 10,
Contractor and Subcontractor Employees, has the power to control both.

Information regarding affiliates of the Contractor as defined above, shall be submitted to the
Contracting Officer as part of its Narrative Proposal and no less often thereafter than annually, by
January 15", in writing, unless a change to previously submitted information occurs. In the event of
such a change, the Contractor shall have ten (10) calendar days from the date on which the change
is finalized to notify the Contracting Officer in writing. The affiliate information document submitted
shall include: the names and addresses of all affiliates of the Contractor; the names and addresses
of all persons and concerns exercising control or ownership over the Contractor, or over one or
more of its affiliates; and the nature of the control exerted by those persons and/or concerns (do
they function as common officers, directors, stockholders with a controlling interest, or in some
other controlling capacity?).

Indemnification

The Contractor agrees to indemnify, defend, and hold harmless the CDHS, its officers, agents, and
employees from:

A. Any and all claims and losses accruing or resulting to any person, firm, corporation, or other
entity injured or damaged by the error, omission, or negligent act or willful misconduct
(including, without limitation, failure to comply with federal and CDHS Medi-Cal regulations) of
the Contractor, its officers, employees, affiliates, or subcontractors in the performance of the
Contract; and

B. Any and all claims and losses resulting to any person or firm injured or damaged by the
Contractor, its officers, employees, or subcontractors by the publication, translation,
reproduction, delivery, performance, use or disposition of any data processed under the
Contract in a manner prohibited or not authorized by the Contract, or by federal or CDHS laws
or regulations.

The Contractor shall be held responsible for a subcontractor's actions, or for its failure to take
required actions, in regard to fulfilling the requirements of the Contract. Should the CDHS suffer
damages due to the actions, or to the inactions, of a subcontractor, the CDHS may seek remedy
from the prime Contractor for the situation either through Exhibit E, Additional Provisions, Section
41, Minimum Financial Criteria, or through any other legal recourse available to it under the
Contract or under the law.
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The Contractor shall indemnify the CDHS for any claims and losses experienced by the CDHS,
including the payment of claims resulting from a court order in which the Contractor has failed to
perform its contractual obligations.

The Contractor shall reimburse the CDHS for any Contractor-caused penalty assessments against
the CDHS pursuant to Government Code Section 926.15 and for any Contractor-caused interest
payment assessments against the CDHS pursuant to W&l Code Section 14171.

In the event of a conflict between the provisions of paragraph one (1) on Page one (1) of Exhibit A,
Attachment Il, Scope of Work, and this Exhibit E, Additional Provisions, Section 27, Indemnification,
or where Additional Provisions, Section 27 is more comprehensive, the provisions of Additional
Provisions, Section 27 shall govern.

Assignments

The Contractor shall not assign the Contract in whole or in part or any payment arising there from
without the prior written approval of the CDHS. It is the policy of the CDHS to withhold consent
from proposed assignments, subcontracts, or novations when such transfer of responsibility would
operate to decrease the CDHS’s likelihood of receiving sufficient performance under the Contract.

The CDHS does not normally object to the granting of assignments for financial purposes, such as
the payment of rent and other charges to third parties, provided that the original Contractor retains
all of its responsibilities and obligations under the Contract. Accordingly, the CDHS agrees that it
will not unreasonably withhold approval where (1) a requested assignment is only of the right to
receive payments, and (2) none of the Contractor’s duties, responsibilities, and obligations under
the Contract are affected by the assignment.

All CDHS-approved subcontracts to the prime Contract shall contain a provision holding that further
assignments shall not be made to any third or subsequent subcontractor without additional written
consent from the CDHS.

Insurance
This section sets forth the requirements for insurance and fidelity bonding under the Contract.

As used in this section, a third party carrier means an insurance company and/or bonding company
licensed by the CDHS to provide the required lines of coverage and in the amounts required by the
Contract.

No policy of insurance or bond provided or maintained under this section shall provide for an
exclusion for the acts of officers.

A. Evidence of the insurance coverage required by paragraph (C) below must be submitted to the
Contracting Officer prior to the CED.

B. If the required insurance is not to be provided by a third party carrier, the Contracting Officer
must approve, in writing, any proposed alternative coverage prior to its use under the Contract.
Any request to use coverage other than standard insurance from a third party carrier must be
submitted to the Contracting Officer in writing within ten (10) calendar days after the notice of
intent to award the Contract. The request shall clearly and fully set out the arrangements
proposed and how such arrangements will fully comply with Contract requirements. If the
request is denied by the Contracting Officer, required insurance from a third party carrier must
be obtained and evidence of coverage submitted to the CDHS prior to the CED.
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C. The Contractor shall provide and maintain and shall require its subcontractors to provide and
maintain the following insurance during the performance of the Contract:

1) Workers’ Compensation Insurance in accordance with the statutory requirements of the
CDHS where work is performed; and

2) Comprehensive General and Automobile Liability insurance with limits in a minimum amount
of five million dollars ($5,000,000) per occurrence for bodily injury and property damage
liability combined. Such coverage must apply to all locations where any work pertaining to
the Contract is performed.

D. The CDHS shall be named as an additional insured on the policy of insurance, with the
exception of the Worker's Compensation Insurance, but only insofar as the activities of the
Contract are concerned. The CDHS will not be responsible for any premiums or assessments
on the policy or policies.

E. The certificate of insurance must include the following provisions stating that:

1) The insurer will not cancel the insured’s coverage without thirty (30) calendar day’s prior
written notice to the CDHS;

2) The CDHS, its officers, agents, and employees are included as additional insured, but only
as concerns operations under this Contract; and

3) The CDHS will be notified of any failure by the Contractor to pay premiums, or any other
change in the status or scope of the required coverage.

Contractor agrees that the above insurance shall be in effect at all times during the life of the
Contract. In the event said insurance coverage expires at any time or times during the life of the
Contract, Contractor agrees to provide, at least thirty (30) calendar days prior to said expiration
date, a new certificate of insurance evidencing insurance coverage as provided for herein for
not less than the remainder of the term of the Contract, or for a period of not less than one (1)
year. New certificates of insurance are subject to the approval of the CDHS. In the event the
Contractor fails to keep in effect at all times insurance coverage as herein provided, the CDHS
may, in addition to any other remedies it may have, terminate the Contract.

31. Bonding

Evidence of the fidelity bond or other security required by this section must be submitted to the
Contracting Officer prior to the CED.

A. If the required bonding is not to be provided by a third party carrier, the Contracting Officer must
approve, in writing, any proposed alternative coverage prior to its use under the Contract. Any
request to use coverage other than standard insurance from a third party carrier must be
submitted to the Contracting Officer in writing within ten (10) calendar days after the notice of
intent to award the Contract. The request shall clearly and fully set out the arrangements
proposed and how such arrangements will fully comply with the Contract requirements. If this
request is not approved by the Contracting Officer, required insurance and bonding from a third
party carrier must be obtained and evidence of coverage submitted to the CDHS within fifteen
(15) calendar days of the denial of approval;
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B. A fidelity bond or other security shall be maintained by the Contractor and subcontractors for at
least one million dollars ($1,000,000) per loss covering every employee except those
classifications of employees as the Contracting Officer may exempt upon proper justification
and request by the Contractor. The fidelity bond or other security shall be maintained by the
Contractor and subcontractors in a form satisfactory to the CDHS and must include the following
conditions:

1) Loss, if any, under the bond shall be payable to the CDHS;

2) Any bond shall provide for thirty (30) calendar days prior written notice to the CDHS of intent
to cancel or to make any other change, including, but not limited to the status, coverage or
scope of the required bond or of the Contractor's failure to pay premiums; and

3) The CDHS shall not be responsible for any premiums or assessments on the policy.
The policy shall not provide exclusions for the acts of officers.
Cost or Pricing Data

Notwithstanding the requirements in the Federal Acquisition Regulations (FAR) dealing with dollar
limitations for cost and pricing data, the Contractor shall submit and shall require subcontractors
hereunder to submit cost or pricing data in accordance with Section 53, Escrow Bid Documents and
48 CFR, Subpart 15.4. Such cost or pricing data shall be submitted on the Pricing Proposal form,
Exhibit 6-4.

Except where the price is based on adequate price competition, established catalog or market
prices of commercial items sold in substantial quantities to the general public, or the price is set by
law or regulation as these terms are defined in 48 CFR, Subpart 15.403 and in the Contract, this
cost or pricing data shall be submitted under the following circumstances:

A. Prior to the award of any subcontract the total amount of which is expected to exceed one
hundred thousand dollars ($100,000) when entered into;

B. Prior to the execution of any modification, extension or renewal of any Contract, subcontract,
Change Order or Amendment which involves aggregate increases or decreases in cost plus
applicable profits which are expected to exceed one hundred thousand dollars ($100,000) over
the Contract or subcontract term; and

C. Prior to the execution of any Change Order, Amendment or cost reimbursable subcontract in
excess of ten thousand dollars ($10,000) in amount.

Notwithstanding the exemptions set forth above, the Contracting Officer may, at his or her sole
discretion, require cost or pricing data should it be his or her determination that it is in the best
interest of the CDHS to do so.

The Contractor shall maintain records of purchases made which identify the actual cost paid for
items or services. In all cost reimbursable areas, the Contractor shall conduct itself as a prudent
purchaser in a competitive marketplace.

The Contractor shall certify and shall require subcontractors to certify in a form satisfactory to the

CDHS that to the best of their knowledge and belief, the cost or pricing data submitted under this
subsection is accurate, complete, and current as of the date of its submittal.
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The Contractor shall insert the substance of this subsection, including this paragraph, in each
subcontract hereunder, be it cost reimbursable or non-cost reimbursable, which is expected when
entered into to exceed ten thousand dollars ($10,000) over its term, except when the price thereof
is based on adequate price competition, established catalog or market prices on commercial items
sold in substantial quantities to the general public, or prices set by the law or regulation. These
exemptions will apply unless the Contracting Officer requires differently, based on the individual
circumstances involved in a given subcontract.

If the Contracting Officer determines that any price, including profit or fee, in any agreement,
including, but not limited to, the Contract; any subcontract to the Contract; and/or any Change
Order, Amendment or waiver to the Contract, established or negotiated in connection with the
Contract, or any cost reimbursable purchase, item, service or subcontract under this agreement
was increased by any significant sums because the Contractor or any subcontractor furnished
incomplete or inaccurate cost or pricing data, or not current as certified in the Contractor's or
subcontractor’s certification of current cost or pricing data, then such price or cost shall be reduced
accordingly by the amount of any excess cost.

Further, the given pricing agreement, including, but not limited to, the Contract; any subcontract to
the Contract; and/or any Change Order, Amendment or waiver to the Contract shall be modified in
writing to reflect the reduction described in the preceding paragraph. Failure to agree on a
reduction shall constitute a dispute concerning a question of fact as described in Section 25,
Subcontracts — Relationships Between Contractor and Subcontractor and Cost Reimbursable
Purchases.

Because any given pricing agreement may be subject to reduction under this Section by reason of
incomplete or inaccurate cost or pricing data submitted in connection with certain subcontracts, the
Contractor shall include a clause in each subcontract requiring the subcontractor to indemnify the
Contractor as appropriate. Failure of the subcontractor to so indemnify the Contractor shall be
grounds for the CDHS to disapprove the proposed subcontract. It is expected that any
subcontractor subject to such indemnification will require similar indemnification for incomplete or
inaccurate cost or pricing data required to be submitted by its lower tier subcontractors.

Contractor Certification

With respect to any report, invoice, record, paper, document, book of account, or other Contract-
required data, submitted, pursuant to the requirements of the Contract, the Contractor's
Representative or his/her representative shall certify that the report, invoice, record, paper,
document, book of account or other Contract-required data is current, accurate, complete and in full
compliance with legal and contractual requirements to the best of that individual's knowledge and
belief, unless the requirement for such certification is expressly waived by the CDHS in writing.

Where in the Contract there is a requirement that the Contractor "certify" or submit a "certification,"
such certification shall be in the form of an affidavit or declaration under penalty of perjury dated
and signed by the Contractor's Representative or his/her authorized representative.

Guaranty Provisions

If the Contractor is a subsidiary of a corporation or other legal entity, the full and prompt
performance of all covenants, Additional Provisions, and agreements resulting from this Contract for
the term of the Contract shall be guaranteed by that entity in the Contractor's chain of ownership,
which is publicly traded. This entity shall be known as the Contractor's parent corporation for
purposes of the Contract.
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The guaranty shall, at a minimum, meet the following requirements. It shall:
A. Be made to the CDHS;
B. Be signed by an official authorized to bind the guarantor organization;

C. Accept unconditional responsibility for all performance and financial requirements and
obligations of the Contract including, but not limited to, maintenance of Tangible Net Equity
(TNE) and payment of liquidated damages;

D. Recite that "for good and valuable consideration, receipt of which is hereby acknowledged," the
guarantor is making the guaranty;

E. CDHS that the guarantor stipulates that if the Contract is ultimately awarded to the subsidiary,
that the CDHS will so award in reliance upon the guaranty.

F. CDHS that the undersigned Corporate Officer warrants:

1) That he or she has personally reviewed all pertinent corporate documents, including but not
limited to articles of incorporation, bylaws, and agreements between the parent and
subsidiary; and

2) That nothing in these documents in any way limits the capacity of the parent to enter into the
instant Contract of guaranty.

G. Include the following provisions:

“The CDHS need not take any action against the Contractor, any other guarantor, or any other
person, firm or corporation or resort to any security held by it at any time before proceeding
against the GUARANTOR.

Further, GUARANTOR hereby waives any and all notices and demands which may be required
to be given by any other statute or rule of law and agrees that its liability hereunder shall be in
no way affected, diminished, or released by any extension of time, forbearance, or waiver which
may be granted to the Contractor, its successor or assignee, and that this Guaranty shall extend
to and include all future amendments, modifications, and extensions of the Contract and all
future supplemental and other agreements with respect to matters covered by the Contract
which the CDHS and Contractor may enter into, with or without notice to or knowledge of
GUARANTOR, but GUARANTOR shall have the benefit of any such extension, forbearance,
waiver, amendment, modification, or supplemental or other agreement; it being the purpose and
intent of the parties hereto that the obligations of GUARANTOR hereunder shall be co-extensive
with, but not in the excess of, the obligations of Contractor, its successor or assignee, under the
Contract”;

H. Be presented in terms, which the CDHS, in its sole discretion, determines shall, as a whole;
adequately establish the Contractor's financial responsibility; and

I. Include the following provision:
"GUARANTOR agrees that the guaranty shall continue in full force and effect despite any

change in the legal or corporate status of the subsidiary including but not limited to its sale,
reorganization, dissolution or bankruptcy".
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CDHS’s Right to Equitable Adjustment

Whenever the CDHS requires services, goods, equipment, facilities or capabilities under the terms
of the Contract, the cost for which is included in the bid price(s) or is cost reimbursable, and the
Contractor fails to perform or provide the services, goods, equipment, facilities, capabilities, or
substitutes other services, goods, equipment, facilities, or capabilities which are not fully equal to
those required under the Contract and which are not acceptable to the Contracting Officer, the
CDHS may require the Contractor to correct its performance within a period of thirty (30) calendar
days, or such longer period as may be granted by the Contracting Officer. If the Contractor has
failed to correct its performance during this period, the Contracting Officer, at its sole discretion,
may make an immediate, equitable adjustment to recover the cost of services, goods, equipment,
facilities or capabilities not provided or performed from administrative payments due the Contractor
which stem from the bid price(s) or may implement a cost-savings Change Order in accordance
with Exhibit E, Additional Provisions, Section 19, Cost Reduction Change Proposals. Upon
notification from the Contracting Officer, the Contractor shall fully document the change and submit
this documentation together with certified cost and pricing data to the Contracting Officer in the time
period requested.

This remedy shall be in addition to and not in lieu of any other remedy provided to the CDHS in the
Contract or by law.

Liquidated Damages Provisions
A. General
It is agreed by the CDHS and the Contractor that:

1) If Contractor does not provide or perform the requirements referred to or listed in this
provision, damage to the CDHS will result;

2) Proving such damages will be costly, difficult, and time-consuming;

3) Contractor will pay the CDHS liquidated damages for not providing or performing the
specified requirements;

4) Additional damages may occur in specified areas by prolonged periods in which Contractor
does not provide or perform requirements;

5) The damage figures listed below represent a good faith effort to quantify the range of harm
that could reasonably be anticipated at the time of the making of the Contract;

6) The parties recognize that it is the policy of the California Legislature to allow the use of
liquidated damages provisions in a CDHS Contract, as shown by Civil Code, Section 1671
(b), Public Contract Code, Section 10226, and 13 California Law Revision Commission
Reports 1740 and 1741,

7) The CDHS may, at its discretion, offset liquidated damages against payments to the
Contractor;

8) The maximum amount of liquidated damages payable by the Contractor over any twelve
(12) month period is five hundred thousand dollars ($500,000);

Page 42 of 65



Exhibit E Health Care Options
Additional Provisions 06-55000

9) In the event of cascading Contractor failures resulting from a single failure, subject to
liquidated damages; the CDHS will be entitled to assess the highest single liquidated
damage penalty only. There will be no concurrent applications of liquidated damages
resulting due to cascading failures resulting from a single failure;

10) Nothing in this provision shall be construed as relieving the Contractor from performing any
other Contract duty not listed herein, nor is the CDHS's right to enforce or to seek other
remedies for failure to perform any other Contract duty hereby diminished; and

B. Takeover Phase Requirements

The Contractor shall complete all Takeover preparations as required in Exhibit A, Attachment I,
Takeover, including the installation of the HPE System, the completion of system and
subsystem testing, and the successful completion of all CDHS HPE System acceptance tests.
Should the Contractor fail to complete the required installation and testing activities on the
primary HPE System within the time frames specified in Exhibit A, Attachment I, Takeover, the
Contracting Officer may, at its sole discretion, notify the Contractor in writing of its intention to
assess the Contractor for liquidated damages of up to $5,000 per business day for each
additional business day that the completion of system installation and testing activities is
overdue. On the third (3") business day following the date on which this notification was
delivered to the Contractor, the Contracting Officer may begin levying the liquidated damage
assessment specified in its notification to the Contractor.

Should the Contractor fail to complete required installation and testing activities on one or more
HPE subsystems within the time frames specified in Exhibit A, Attachment I, Takeover, the
Contracting Officer may, at its sole discretion, notify the Contractor in writing of its intention to
assess the Contractor for liquidated damages of up to $2,500 per business day for each
additional business day that the completion of subsystem installation and testing activities is
overdue. On the third (3") business day following the date on which this notification was
delivered to the Contractor, the Contracting Officer may begin levying the liquidated damage
assessment specified in its notification to the Contractor.

Should the Contractor fail to meet any other Takeover requirement within the time frames
specified in Exhibit A, Attachment |, Takeover, the Contracting Officer may, at its sole discretion,
notify the Contractor in writing of its intention to assess the Contractor for liquidated damages of
up to $500 per day for each additional business day that the requirement, or requirements,
remain unmet. On the third business day following the date on which this notification was
delivered to the Contractor, the Contracting Officer may begin levying the liquidated damage
assessment specified in its notification to the Contractor.

If the Contracting Officer determines that any failure on the Contractor’s part to meet a Takeover
requirement by the deadline specified in Exhibit A, Attachment I, Takeover, was caused in
whole or in part by the CDHS, the Contracting Officer may reduce or eliminate the
corresponding liquidated damages assessments accordingly.

C. HCO Program Operations, Additional Provisions, Change Requirements and Payment
Provisions

This Contract obligates and binds the Contractor to carry out the operations and to meet the
requirements contained herein for the term of the Contract, unless the Contracting Officer
approves the waiver or revision of said obligations and requirements through the issuance of C-
Letters, Change Orders, Amendments, or through other contractual mechanisms.
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Except as provided in Exhibit E, Additional Provisions, Section 35, Liquidated Damages
Provisions, subsections 35.A and 35.B, any failure on the Contractor's part to meet any
requirements contained in the Contract Sections governing operations, program change,
payment, or additional provisions [citations needed], within the time frames specified in the
Sections covering those areas, the Contracting Officer may, at its sole discretion, notify the
Contractor in writing of its intention to assess the Contractor for liquidated damages
commensurate with the damages incurred by the CDHS. On the fifteenth (15™) business day
following the date on which this notification was delivered to the Contractor, the Contracting
Officer may begin levying the liquidated damage assessment specified in its notification to the
Contractor. At its discretion, the Contracting Officer may assess liquidated damages for each
requirement the Contractor has failed to meet.

Liquidated Damages:

If the Contractor does not provide or perform the requirement within fifteen (15) calendar days of
the written notice, or longer if allowed by the Contracting Officer, the Contracting Officer may
impose liquidated damages on the Contractor of five hundred dollars ($500) per requirement per
calendar day for each day the requirement continues not to be provided or performed. If after
fifteen (15) additional calendar days from the date the Contracting Officer imposed liquidated
damages, the requirement has still not been provided or performed, the Contracting Officer,
after written notice to the Contractor, may increase the liquidated damages to one thousand
dollars ($1,000) per requirement per calendar day for each day the requirement is not provided
or performed.

If the Contracting Officer determines that the requirement not being provided or performed was
caused in part by the CDHS, the Contracting Officer shall reduce the damages proportionately.

D. Accurate HCO Reporting Requirements

Every report due to the CDHS shall contain sufficient and accurate information to fulfill the
CDHS's purpose for which the report was generated.

The Contracting Officer shall give the Contractor written notice of a report that is either
insufficient or inaccurate and that liquidated damages will be assessed accordingly. After such
notice, the Contractor shall have fifteen (15) calendar days, or such longer period as the
Contracting Officer may allow, correcting the report.

Liquidated Damages:

If the Contractor fails to correct the report within the fifteen (15) calendar days, or such longer
period as the Contracting Officer may allow, the Contracting Officer may impose liquidated
damages of five hundred dollars ($500) per calendar day per report until the corrected report is
delivered. If the report remains uncorrected for more than thirty (30) calendar days from the
date liquidated damages are imposed the Contracting Officer, after written notice, may increase
the liquidated damages assessment to one thousand dollars ($1,000) per calendar day per
report until the report is corrected.

If the Contracting Officer determines that an insufficient or inaccurate report was caused in part
by the CDHS, the Contracting Officer shall reduce the liquidated damages proportionately.

E. Turnover Requirements
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Beginning with Turnover, the Contractor shall provide or perform the Turnover requirements of
the Contract within Exhibit A, Attachment V, Turnover.

For each and every Contract requirement not provided, or for requirements that are performed
inaccurately or not completely, the Contracting Officer shall notify the Contractor in writing that
the requirement was not provided or performed as specified and that liquidated damages will be
assessed accordingly.

The Contractor shall have one (1) business day from the date of such written notice by the
Contracting Officer, or longer if the Contracting Officer may allow, to provide or perform the
requirement as specified.

Liquidated Damages:

If the Contractor does not provide or perform a requirement within one (1) business day of the
written notice, or longer if allowed by the Contracting Officer, the Contracting Officer may
impose liquidated damages of five thousand dollars ($5,000) per business day for each
requirement not provided or performed.

If the Contracting Officer determines that the requirement not being provided or performed was
caused in part by the CDHS, the Contracting Officer shall reduce the damages proportionately.

G. CDHS Policy Implementation Requirements

The Contractor is responsible for following CDHS directions to implement CDHS policy in a
timely manner as prescribed in this Contract. The Contracting Officer will direct the Contractor
in writing to implement various CDHS policies, such as, but not limited to edit, audit, and other
system function changes that may not require system enhancements. The Contracting Officer
shall give written notice to the Contractor of any failure to comply with any such directions and
that liquidated damages will be assessed accordingly. After such notice, the Contractor will
have ten (10) calendar days, or such longer period, as the Contracting Officer shall allow, in
which to comply.

Liquidated Damages:

After ten (10) calendar days or longer if allowed by the Contracting Officer, if the Contractor
does not implement a defined CDHS policy as directed, the Contracting Officer may impose
liquidated damages of five hundred dollars ($500) per calendar day for each day the policy is
not implemented from the original date of such non-implementation. If after fifteen (15)
additional calendar days from the date the Contracting Officer imposed liquidated damages, the
policy is still not implemented, the Contracting Officer, after written notice to the Contractor, may
increase the liquidated damages to one thousand dollars ($1,000) per calendar day for each
day the policy is not implemented.

If the Contracting Officer determines that a delay in implementation of a CDHS policy was in
part caused by the CDHS, the Contracting Officer CDHS shall reduce the damages
proportionately.

The Contracting Officer shall not impose damages pursuant to this section if liquidated damages
are assessed pursuant to another section for the same conduct.

H. Access
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The Contractor shall not deny individuals authorized in the Contract access at any time
permissible by the Contract to review ongoing Contractor operations and activities.

Liquidated Damages:

The Contracting Officer will notify the Contractor in writing, of any failure to provide access. If
the Contractor fails to provide access, the Contracting Officer may impose liquidated damages
in the amount of one thousand dollars ($1,000) per occurrence per calendar day beginning the
day access is denied, until access is provided (there may be more than one (1) occurrence of
denial per day). An occurrence is defined as each and every act, which denies an authorized
individual access as defined herein.

I. Interest on Pending Liquidated Damages

Once the CDHS has determined that liquidated damages are to be assessed, the Contracting
Officer shall notify the Contractor in writing of the reason for and amount of the assessment(s).
The assessment notice shall be sent to the Contractor by certified mail, return receipt
requested, or by any other method which provides evidence of receipt in accordance with
Exhibit E, Additional Provisions, Section 11, Contract Communication. At the Contracting
Officer's discretion, the assessment notice may direct payment of the assessment by the
Contractor. If payment is thus directed, the Contractor shall pay the assessment within thirty
(30) calendar days of receipt of the assessment notice.

Any liquidated damages assessment may also be collected, at the Contracting Officer's
discretion, by offsetting the funds from payment(s) due the Contractor after the date of
assessment.

If it should later be determined in the disputes process that funds collected by the CDHS to pay
a liquidated damage assessment should be refunded, the CDHS shall pay interest accruing
from the date of offset or collection. The interest rate paid shall be the average rate for
investment in the Pooled Money Investment Fund (PMIF) in effect for the month in which the
assessment was offset or otherwise collected, in accordance with Government Code section
16480.1. When a liquidated damages assessment is offset or otherwise collected over a period
of two (2) or more months, the interest rate paid by the CDHS shall be the average rate for
investment in the PMIF in effect for the first (1*) month in which the assessment was offset or
otherwise collected, revised quarterly for the period of time the assessment was retained by the
CDHS.

The Contractor shall pay interest to the CDHS on all liquidated damages assessments, which
are not either paid or offset against payment due the Contractor within thirty (30) calendar days
of the date of receipt of the assessment notice. The interest rate paid shall be the average rate
for investment in the PMIF in effect for the month of assessment. If the Contractor’'s continuing
liability for one (1) particular liquidated damages assessment extends over a period of two (2) or
more months, the interest rate shall be the average for investment in the PMIF for the first
month in which liquidated damages were assessed, revised quarterly over the period the
assessment remained uncollected.

Interest accrues during all periods of time in which the liquidated damages assessment is
unpaid or otherwise uncollected. For instance, interest accrues during periods in which
collection of the assessment has been suspended, pending the outcome of the dispute or
appeal.
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If a reduction in the final amount of liquidated damages is determined, the interest shall be
prorated unless impractical to do so.

J. Conditions for Termination of Liquidated Damages

Except as waived by the Contracting Officer, no liquidated damages imposed on the Contractor
shall be terminated or suspended until the Contractor issues a written notice of correction to the
Contracting Officer certifying the correction of condition(s) for which liquidated damages were
imposed and until all Contractor corrections have been subjected to system testing or other
verification at the discretion of the Contracting Officer. Liquidated damages will cease on the
day of the Contractor’s certification only if subsequent testing of the correction establishes that,
indeed, the correction has been made in the manner and at the time certified to by the
Contractor.

1) The Contractor shall provide the necessary time, system or otherwise, to test any correction
the Contracting Officer deems necessary;

2) The Contracting Officer shall determine whether the necessary level of documentation has
been submitted to verify corrections. The Contracting Officer shall be the sole judge of the
sufficiency and of the accuracy of any documentation;

3) Corrections, systems or otherwise, must be sustained for a reasonable period of at least
ninety (90) calendar days from CDHS acceptance, otherwise liquidated damages may be re-
imposed without a succeeding grace period within which to correct; and

4) Contractor use of resources to correct deficiencies shall not be allowed to cause other
problems, systems or otherwise.

K. Severability of Individual Liquidated Damages Clauses

If any portion of these liquidated damages provisions is determined to be unenforceable, the
other portions of this provision shall remain in full force and effect.

Inventory and Treatment of CDHS Property

In addition to the provisions regarding CDHS property set forth in Exhibit D(F), Special Terms and
Conditions, Provision 4, Equipment Ownership/Inventory/Disposition, the Contractor shall ensure:

Title to all property furnished by the CDHS or furnished under the cost reimbursement provisions of
the Contract shall remain with the CDHS.

Any property of the CDHS furnished to the Contractor or any subcontractor shall, unless provided
herein, or approved in writing by the Contracting Officer, shall be used only for the performance of
the Contract.

The Contractor shall maintain an ongoing inventory of all cost-reimbursed CDHS-owned equipment
referred to in this section, including property used in Contractor's facilities or located in CDHS
offices.

The Contractor shall be responsible for any loss or damage to property of the CDHS, which results
from the negligence or willful acts of the Contractor, or any subcontractor, or which results from the
failure on the part of the Contractor, or any subcontractor, to maintain and administer that property
in accordance with sound management practices. Additionally, the Contractor shall be responsible
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for any consequential damage to the CDHS stemming from the loss or destruction of CDHS
property which is caused, in whole or in part, by the Contractor’s (or a subcontractor’s) willful act(s)
or gross negligence. Further, the Contractor shall provide for alternative services, equipment, and
facilities to fully meet its Contractual obligations should CDHS-owned property be lost or destroyed
through the actions or inactions of the Contractor or its agents. Provision of the alternative
resources of services, equipment, and facilities shall be made by the Contractor with no additional
reimbursement or forgiveness from the CDHS in terms of money or time.

The Contractor shall develop and maintain an ongoing inventory of all CDHS-owned equipment,
intended for Contractor use, acquired through the Takeover phase of this Contract or purchased
through cost reimbursement. Throughout the term of the Contract, the Contractor shall utilize an
electronic inventory bar-coding system, which shall identify, log and track all assets by equipment
type. The system shall have the capability of tracking transfers of inventory between all office
locations involved with the HCO Contract, to include the Contractor’s facilities and all CDHS offices.
The system shall also have the capability of developing reports, sortable by type of equipment,
location, and date acquired. The system shall have the capability of comparing previous inventory
reports with current inventory reports. If discrepancies are determined, the Contractor shall report
within five (5) business days to the CDHS the specific reason for the discrepancies. The CDHS
shall have access to this system, and maintain an ongoing inventory of all CDHS equipment
intended for the CDHS.

Upon the Contractor becoming aware, while exercising reasonable diligence, of the happening of
loss of, destruction of, or damage to any CDHS property, held or used either by the Contractor or by
a subcontractor, the Contractor shall promptly notify the CDHS and shall take all reasonable steps
to protect that property from further damage.

The Contractor shall surrender to the CDHS all property of the CDHS held either by the Contractor
or by a subcontractor prior to settlement, upon completion or termination of the Contract.

The Contractor shall keep all equipment in good condition and repair, and shall not commit any
waste thereof or permit anything to be done that may materially impair the value thereof. The
Contractor shall use such equipment only in the ordinary course of its performance hereunder and
shall not permit such equipment to be used in violation of any applicable law, regulation or policy of
insurance. The Contractor shall ensure that all subcontractors also meet these requirements.

Contractor’s Facilities

The Contractor is required to perform all work specified in the Contract and to acquire it's main
operating facilities (which houses all internal and systems operations) in accordance with Chapter 2
of the Contract within a thirty (30) mile radius of the CDHS Capitol building in Sacramento. This
provision shall not apply to subcontractors and the work they perform in this Contract. This thirty
(30) mile radius shall be calculated not by direct line miles but by actual miles to be driven in a car
using readily accessible freeways. The Contractor shall be required to have this facility fully
installed within four (4) months and two (2) weeks after the CED. However, beginning with the
CED, all required HCO Takeover activities shall take place within the thirty (30) mile radius.

The CDHS shall have the irrevocable right to lease the HCO facilities utilized in performance by the
Contractor under the Contract beginning at the end of the Contract operations period, or in the
event of termination under Section 6.4, for a term of up to seven (7) years. The CDHS and the
Contractor agree to negotiate in good faith to develop and agree to the terms and conditions of a
lease. The rental for the facilities shall not exceed the fair market rent for comparable facilities in
the same geographic area as determined by the State Department of General Services.
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All work performed under the Contract shall be performed in the State of California.

The building floor space area used to house the Contractor's HCO Program Operations shall be
contiguous. No other uses are to be allowed within the HCO Program Operations contiguous
building space.

CDHS Approval of Deliverables

The Contractor shall submit all deliverables to the CDHS for review and approval. All approvals,
deliverables pending Contractor correction, or disapprovals from the CDHS shall be in writing. If
the CDHS rejects a deliverable as unacceptable, the Contractor shall make required corrections
within the time required by the Contracting Officer.

All written deliverables, including Contractor correspondence, received by the CDHS after 2:00 PM
will be date-stamped as received the next business day.

Despite the fact that the CDHS has approved the design of or approved and accepted the
deliverable, product or service, the following shall apply:

A. The Contractor shall not be relieved from its obligation to provide deliverables, products or
services which meet the specifications of the Contract, C-Letters, Change Orders, Amendment,
Systems Development Notices, or any other official letter, or other request of the CDHS; and,

B. If a deliverable, product or service is ultimately found not to meet the designated specifications,
and the Contracting Officer has not otherwise specifically and formally agreed to the variation
from the designated specifications in writing, the Contractor shall remedy this problem at no
expense to the CDHS. Contracting Officer approval of the deliverable, product or service shall
not be viewed as constituting an agreement to vary specifications unless accompanied by a
specific, written order to this effect approving the variation and signed by the Contracting
Officer.

Failure of the Contractor to obtain written CDHS approval shall not relieve the Contractor of its
obligation to perform Contract responsibilities or to provide required deliverables to the CDHS.

Minimum Financial Criteria

To demonstrate and assure the Contractor’s or its parent corporation’s capacity to fulfill its
obligations under this Contract and to serve as security against the risk of loss or insolvency, the
Contractor shall meet the following requirements:

A. The Contractor’s average monthly unencumbered consolidated cash balance shall be equal to
the largest cost (cost to the CDHS, Contract price whether billed or unbilled) incurred by the
Contractor during any consecutive four (4) week period of the Contract and not reimbursed at
that time by the CDHS; or

The Contractor's average monthly unencumbered consolidated net working capital shall be
equal to two hundred percent (200%) of the largest cost (cost to the CDHS, Contract price
whether billed or unbilled) incurred by the Contractor during any four (4) consecutive week
period of the Contract and not reimbursed at that time by the CDHS;
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B. The Contractor’s consolidated tangible net worth shall be equal to the largest total cost (cost to
the CDHS, whether billed or unbilled) incurred by the Contractor for any three (3) month period,;
and

C. The Contractor shall maintain a minimum working capital ratio of one-to-one. For purposes of
this paragraph, “working capital” means current assets less current liabilities.

The following definitions shall be used for the financial criteria:
1) Unencumbered consolidated cash shall be defined as uncommitted cash.

2) Unencumbered consolidated net working capital shall be defined as current assets less
current liabilities.

3) Consolidated tangible net worth (or its equivalent for a non-profit organization shall be
defined as book (carrying) value of all assets less the sum of:

a. Intangible assets; and
b. Liabilities.
41. Financial Reporting Requirements

The Contractor shall provide the Contracting Officer with the information described below
throughout the term of the Contract.

A. Quarterly Information

As soon as available, and in any event not later than thirty (30) calendar days, or for such other

period as the Contracting Officer may authorize in writing, after the close of each quarter of the

Contractor’s fiscal year, the Contractor shall submit:

1) Financial statements prepared in accordance with generally accepted accounting principles,
prepared on a basis consistent with the certified financial reports furnished by the
Contractor, (unless the Contractor receives advance written approval from the Contracting
Officer to vary from that basis, and such variance is adequately noted in the Contractor’'s
report under this section). Such financial statements shall include:

a. A balance sheet for the Contractor as of the closing date of such quarter;
b. An income statement or statement of operations for such quarter;

. A statement of changes in financial position for such quarter;

o

d. A calculation of the Contractor’'s tangible net equity prepared in accordance with the
requirements of Exhibit E, Additional Provisions, Section 41, Minimum Final Criteria; and

. Sufficient and appropriate notes to provide adequate disclosure of at least the following:

D

i. The provision for incurred but not reported claims and an explanation of the method
of calculating such provision;
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ii. Accounts and notes receivable from officers, directors, owners, or affiliates, including
the name of the debtor, nature of the relationship, and nature of the receivable and
its terms; and

iii. Forgiven debts or obligations during the period of the financial statement, including
the creditor’'s name and its terms.

2) Copies of all financial statements and reports the Contractor generally makes available
during the quarter to any of its guarantors, sureties, bonding companies or insurance
carriers, or has been required to file with the Securities and Exchange Commission or
similar institutions and regulatory agencies of the CDHS and federal governments; and

3) A signed statement by the Contractor’'s Chief Financial Officer certifying that the data
provided is current, accurate, and complete; in accordance with generally accepted
accounting principles; and in compliance with the established financial criteria and reporting
requirements under the Contract.

B. End of Accounting Year Information

As soon as available, and in any event within ninety (90) calendar days, or for such other period
as the Contracting Officer may authorize in writing, after the end of each accounting year, the
Contractor shall submit:

1) Annual financial statements, prepared in accordance with generally accepted accounting
principles on a basis consistent with the prior year or years, including the auditor’s letter to
management on internal controls, accompanied by the report, certificate, or opinion of an
independent certified public accountant;

2) Copies of proxy notices, financial statements, and reports the Contractor may make or has
made available to any of its security or policyholders or has been required to file with the
Securities and Exchange Commission or similar institutions; and

3) If the report, certificate, or opinion of the independent certified public accountant is in any
way qualified, the CDHS may require the Contractor to take such action as the CDHS
deems appropriate to permit an independent certified public accountant to remove such
gualification from the report, certificate, or opinion.

C. Other Information

Such other information as the Contracting Officer may request shall be submitted by the
Contractor.

D. Required Copies

The Contractor shall provide the CDHS with one (1) copy of each financial report that is required
by this section and/or pertains to the HCO Program Operations.

E. Request for Extension
Approval of Contractor requests for extension for submitting required financial reports under the

Contract shall be obtained by the Contractor in writing from the Contracting Officer. Oral
requests shall not be approved by the CDHS.
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F. Centers for Medicare and Medicaid Services Audits

For the fixed-price portions of the Contract, the Contractor shall provide to the CDHS and to
Centers for Medicare and Medicaid Services (CMS), for review during a CMS audit, a report that
includes an annual breakdown of direct labor expenses by position, summarized by Contractor
organization (e.g., customer services) and total. To assist in the audit, the Contractor shall also
provide duty statements for those positions requested by the auditor.

G. Fiscal Requirements

1)

2)

3)

4)

5)

Pursuant to the Contract, whenever a financial statement or other report is required to be
certified or be accompanied by the opinion of a Certified Public Accountant (CPA), such
accountant shall be independent of the Contractor, determined in accordance with
Accounting Series Release Number 126 issued by the Securities and Exchange
Commission.

The term "generally accepted accounting principles,” when used in regard to financial
statements, assets, liabilities, and other accounting items, means generally accepted
accounting principles as used in business enterprises organized for profit. Accordingly,
Financial Accounting Standards Board statements, Accounting Principles Board Opinions,
accounting research bulletins, and other authoritative pronouncements of the accounting
profession shall be applied in determining generally accepted accounting principles unless
such statements, opinions, bulletins, and pronouncements are inapplicable. Section 510.05
of the American Institute of Certified Public Accounts (AICPA) Professional standards, in
and of itself, shall not be sufficient reason for determining inapplicability of statements,
opinions, bulletins, and pronouncements.

Whenever the financial statements or reports required pursuant to the Contract are to be
reported upon or certified by an accountant other than the accountant certifying the
Contractor’'s most recent filing, the Contractor shall furnish the CDHS with a separate letter
stating whether in the eighteen (18) months preceding the engagement of the new
accountants there was any disagreement with the former accountants on any matter of
accounting principles or practices, financial statement disclosure or auditing procedure,
which such disagreement if not resolved to the satisfaction of the former accountants would
have caused the accountants to make reference to the subject matter of such disagreement
in his opinion or report. A principal officer of the Contractor must verify this letter. The
Contractor shall also request the former accountants to furnish them with a letter addressed
to the CDHS stating whether the accountants agree with the statements contained in the
letter of the Contractor and, if not, stating the respects in which they do not agree. The
notification by the Contractor along with the former accountant’s letter, if necessary, must be
furnished to the CDHS within forty-five (45) calendar days of the engagement of the new
accountants.

The CDHS may reject any financial statement, report, certificate, or opinion (other than
certified financial reports) submitted to the CDHS under the Contract by notifying the
Contractor of its rejection and the cause thereof. Within thirty (30) calendar days after the
receipt of such notice or such other period as the Contracting Officer may allow, the
Contractor shall correct such deficiency and submit an amended report.

If any report(s) required under the Contract indicate noncompliance with established
financial criteria, a written plan to correct such noncompliance shall be submitted by the
Contractor with the report. The plan shall be accompanied by a specified time schedule for
the corrective activities or actions prepared.
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The Contracting Officer shall have the authority to accept the corrective action plan and its time
schedule as proposed by the Contractor or to reject either the proposed plan or the time
schedule for its implementation and completion as unreasonable or unacceptable. Where the
Contracting Officer rejects the corrective action plan and/or the proposed time schedule, the
Contracting Officer shall notify the Contractor in writing of the reason(s) for such rejection. The
Contractor shall have five (5) business days from receipt of such notice to submit an amended
corrective action plan and/or time schedule to the Contracting Officer.

Accounting Requirements

The Contractor shall establish accounting policies and procedures, maintain records, and supply
reports periodically and as requested by the Contracting Officer. Accounting policies and practices
shall be in accordance with generally accepted accounting principles. The Contractor shall be
responsible for establishing and maintaining additional accounting policies, procedures, and records
as required controlling and documenting its fiscal activities. These accounting procedures shall
remain the same for the entire Contract period, unless prior approval of changes is received from
the Contracting Officer.

The CDHS encourages the Contractor to employ new technology whenever possible utilizing best-
practice characteristics in order to provide an efficient, streamlined accounting/document
processing solution versus manual processes.

A. Accounting Procedures Inclusions

The accounting procedures, policies and records shall include, but not be limited to, the
following:

1) A definition of accounting relationships with other government Contracts, related business
organizations, and subcontractors;

2) A procedure for personnel time reporting by Contractual areas: Takeover, Operations,
Additional Contractual Services, Hourly Reimbursed Special Groups including employee
time sheets, Change Orders, Turnover, and Cost Reimbursement;

3) A procedure for reporting travel expenses by Contractual areas: Takeover, Operations,
Additional Contractual Services, Hourly Reimbursed Special Groups including employee
time sheets, Change Orders, Turnover, and Cost Reimbursement;

4) A procedure to order and pay for goods and services by Contractual areas: Takeover,
Operations, Additional Contractual Services, Hourly Reimbursed Special Groups including
employee time sheets, Change Orders, Turnover, and Cost Reimbursement; and

5) A cost accounting system in conformance with Title 48, Code of Federal Regulations, Part
31, which details costs by Takeover, Operations, Additional Contractual Services, Hourly
Reimbursed Special Groups including employee time sheets, Change Orders, Turnover,
and Cost Reimbursement; Costs incurred for the operation of the HPE System printing
function shall be segregated into direct and indirect cost categories. And, the indirect costs
associated with printing shall be allocated according to the methodology stated in the Cost
Allocation Plan submitted to the CDHS, and approved by the Contracting Officer.
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B. Accounting Records Supplied to the CDHS

D.

Specific accounting records and practices shall be subject to federal and CDHS acceptance. At
the Contracting Officer's request, the Contractor shall supply to the CDHS fiscal records and
records of Contract expenses. These records shall include, but not be limited to, the following
information:

1)

2)

3)

4)

5)

The Contract accounts receivable and accounts payable items on the balance sheet
disclosing transactions with related organizations. In addition, a list detailing all debtors and
creditors with their outstanding balances shall be included with the financial statements.
Balance sheets shall be submitted quarterly;

The statement of changes in financial position disclosing all significant transactions affecting
the Contractor's financial position during the year;

For the Contract, inventories of all fixed assets and equipment, in accordance with Exhibit E,
Additional Provisions, Section 36, Liquidated Damages, and under the cost reimbursement
provisions of the Contract, at Assumption of Operations and at the end of each operational
phase;

A summary of total operating revenue by source; and

All requirements listed in Exhibit E, Additional Provisions, Section 41, Minimum Financial
Criteria.

Invoices to the CDHS

The Contractor shall submit separate invoices to the CDHS. The invoicing procedures shall be
as described in Exhibit B, Attachment I, Special Payment Provisions. All invoices shall be sent
to the Contracting Officer.

Accounting Ledgers

The Contractor shall maintain separate sets of accounting ledgers exclusively for the Contract,
and in connection therewith, identify, collect and separate costs by the following:

1)
2)
3)
4)
5)
6)
7

8)

Takeover expenses;

Operations expenses;

Additional Contractual Services;

Hourly Reimbursement, including employee timesheets;
Change Orders;

Amendments;

Turnover expenses; and

Cost Reimbursement expenses by category.
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The Contractor will provide the CDHS online, real-time database access of these accounting
ledgers via the desktop computer to CDHS staff required to have access to these records. The
site where the desktop computers will be available to access these accounting ledgers will be
determined by the CDHS.

Separate records must be maintained by the categories stipulated in Exhibit B- Attachment |,
Special Payment Provisions, Section 10, Cost Reimbursements. Separate records must be
maintained for postage incurred for:

1) Packets;

2) Letters; and

3) Miscellaneous mailings.

. Estimated Expenses

At the Contracting Officer's request, the Contractor shall submit to the CDHS a projected
statement of total expenses associated with the Contract for each CDHS fiscal year broken
down by major tasks (Takeover, Operations, Additional Contractual Services, Hourly
Reimbursed Special Groups including employee time sheets, Change Orders, Turnover, and
Cost Reimbursement;) nine (9) months prior to the beginning of each CDHS fiscal year. A
revised estimate shall be furnished four (4) months prior to the beginning of the fiscal year. The
projected expenses shall be delineated as follows:

. Actual Expenses

At the Contracting Officer's request, the Contractor shall submit quarterly fiscal progress reports
relating the actual expenses to estimated expenses for major tasks (Takeover, Operations,
Additional Contractual Services, Hourly Reimbursed Special Groups including employee time
sheets, Change Orders, Turnover, and Cost Reimbursement;), including all items specified in
the projected statement of expenses. The report shall indicate, for each category:

1) Current quarterly estimated and actual expenditures;
2) Year-to-date estimated and actual expenditure; and

3) Life (beginning of Contract to date) estimated and actual expenditures.

. Financial Management Manual

The Contractor shall maintain and update, as necessary, a financial management manual
during the life of the Contract that includes:

1) All the data specified in the HCO Program Operations Financial Management Manual,
available during the procurement of the Contract in the Data Library; and

2) All requirements specified in Exhibit A, Attachment I, Takeover.

Application to Parent Entities, Corporations and Subcontractors
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The application of access, audit and accounting requirements in this Exhibit that apply to any parent
corporation(s) and subcontractors is set forth below.

A. Application to Parent Entities and Corporations

The Contractor shall be responsible for ensuring that the provisions of this Exhibit shall apply to
any parent entity(s) or corporation(s) which provide(s) funds or services to the Contractor to
meet its obligations under the Contract or whose resources are utilized by the Contractor to
meet the minimum financial criteria in Exhibit E, Additional Provisions, Section 42, Financial
Reporting Requirements.

B. Application to Subcontractors

The Contractor shall include the provisions of applicable sections contained in Exhibit D (F)
Special Terms and Conditions in all subcontracts under the Contract.

44, On-Site Monitoring and Audit Staff

The Contractor shall provide through the life of the Contract adequate facilities for CDHS and
federal staff at the Contractor's main operating facility no later than one (1) month prior to
Assumption of Operations, the following:

A. Separate space for CDHS monitoring and change management staff not to exceed forty (40)
people.

B. 11,000 square feet to accommodate CDHS staff and necessary equipment. This space shall be
in a contiguous location adjacent to the main HCO Program Operations processing area and on
the same floor as the Contractor’s Representative. This shall include five (5) manager offices,
two (2) confidential staff offices, three (3) quiet rooms, one (1) conference room, one (1) break
room area, a four hundred (400) square foot room for a personal computer and equipment with
the proper cooling facilities, and a one thousand (1,000) square foot room for storage and
supplies. Managers’ offices, confidential staff offices, server room and supply room shall be
equipped with locks, to which only CDHS managers and CDHS building facilitator shall have
keys.

C. Access to bathroom facilities, which shall include showers and lockers for both men and
women.

D. Space for up to three (3) additional CDHS and/or audit staff on a temporary, as-needed basis,
not to exceed seventy (70) business days in a twelve (12) month period. Equipment necessary
for these audit activities, such as desks, chairs, telephones, duplicating equipment access, etc.,
shall be provided as well.

E. Access to available Contractor parking space to provide free parking space for all CDHS and
federal monitoring and auditing staff as well as five (5) designated CDHS visitor spaces. If the
Contractor has designated parking for their managers, then designated parking shall be
available for each CDHS on-site manager, adjacent to the space provided for comparable
Contractor management staff. Reasonable parking accommodations shall be available for
disabled staff. CDHS employees shall have the same access to parking facilities as the
Contractor employees.

F. Access to and provision of required support services such as electric outlets, two (2) for each
CDHS staff desk location and sufficient others as are required including dedicated lines for
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CDHS equipment; Cathode-Ray Tube (CRT) cables, both power and communication, one for
each CDHS desk location; printer cables; at the CDHS'’s option, direct connect CRTs and
printers to the Contractor's computer data center; personal computer connections for each
support staff station; access to the main telephone box for the CDHS to install its telephone
system; access to Contractor duplication equipment (the use of duplication equipment to be cost
reimbursable). Seven (7) Contractor telephones connected into the Contractor's phone network
shall also be provided by the Contractor as part of the bid price for the Contract. Five (5) of
these phones will be used to facilitate communication between CDHS on-site staff and
Contractor staff by providing simplified direct-dialing access between the two groups. The
remaining two (2) phones shall be used for monitoring the Telephone Call Center staff
telephone activities. The Contractor shall also provide janitorial and maintenance services and
restroom and shower availability for on-site CDHS staff.

In addition to the above items which are part of the fixed price, the CDHS may require the
Contractor through the cost reimbursement provisions to provide modifications to this facility,
such as the addition and/or installation of walls, partitions, modular furniture, any
telecommunication links to the CDHS data centers and other equipment, services and
monitoring tools for the CDHS to oversee the Contract.

. The Contractor shall provide space for an additional ten (10) on-site CDHS staff during the

Takeover period of the Contract, commencing two (2) weeks after CED. The Takeover on-site
CDHS staff shall be housed immediately adjacent to Contractor staff working on transition
activities. These staff shall be provided with desks, chairs, storage cabinets (e.g., book cases);
access to duplication equipment and lunch/break/restroom facilities; tables; two (2) locking file
cabinets that only CDHS staff shall have keys to; at least one (1) quiet room; one (1) conference
room; multiple electrical outlets; telephone hookups to the Contractor’s telephone system (at
least one (1) for each CDHS staff work station and one (1) for the quiet room); CRT cabling (one
(1) for each CDHS staff work station) and four (4) dedicated electrical lines; partitions sufficient
to create staff work stations for each two (2) CDHS staff. At least eighty (80) square feet of
space shall be allotted for each CDHS staff person. Free parking for all temporary CDHS staff
shall also be made available during the entire time of their occupancy, with at least two (2)
spaces designated for management. Janitorial and maintenance service shall be provided in
the CDHS work area during this time period as well. This temporary space shall remain
available for up to fourteen (14) months during Takeover, either in the Contractor’'s temporary
facilities, if and when the Contractor uses a temporary facility, or in the Contractor's permanent
main operating facilities. When permanent facilities are available, the Takeover staff may be
moved by the Contractor to these facilities. This move will be paid by cost reimbursement.
Further, any long distance telephone calls made by CDHS staff on the Contractor’'s telephone
system shall be cost reimbursed.

45, On-Site Audit

Auditing by CDHS staff may occur at any time permitted by the Contract, including during Takeover
and thereatfter.

CDHS staff will periodically conduct two (2) types of audits: (1) a completed work audit which will
be an audit of fully processed enrollment forms, including, but not limited to Choice Forms, Medical
Exemption Request Forms and Expedited Disenroliment Forms; and (2) a processing audit which
allows the CDHS to randomly select enrollment forms as they are received, and then to follow those
selected documents throughout both manual and automated processing to their final resolution.

The Contractor shall make available to CDHS designated staff an ongoing sample of (1) enrollment
forms completely processed by the Contractor, for purposes of the completed work audit and (2)
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46.

enrollment forms as they are received for purposes of the processing audit, in a form and manner
specified by the CDHS. The documents used in either audit shall include all supporting
documentation.

The designated number of sample enrollment forms pulled for both the completed work and the
processing audits shall be determined by the CDHS. Sample documents shall be in addition to any
other record retrieval requirements noted in the Contract.

CDHS staff will perform a periodic review of a sample of completely processed enrollment forms
and a sample of enrollment forms-in-process. These forms will be randomly selected. Those forms
being sampled for the completed work audit will be diverted from normal processing for a period not
to exceed three (3) business days. However, enrollment forms that the CDHS has designated for
discussion with the Contractor shall be retained over the review period. Those enrollment forms
being sampled for the processing audit shall not be diverted from normal processing for more than
one (1) business day, in which time the Contractor shall photocopy the document for the CDHS's
use. CDHS staff may present their findings to Contractor designated staff within fifteen (15)
calendar days of the completion of the review period.

CDHS staff will consider discussion of audit findings presented by the Contractor and will accept
formal statements from them. Final determination of the appropriateness of an enroliment form
decision, or any aspect of manual and automated processing of the document, shall reside with the
CDHS.

The completed work audits will be made to establish whether there is a discrepancy between what
the Contractor did and what is contractually required. The processing audit further establishes the
accuracy of all processing, manual and automated. If inaccuracies in processing are found, the
audit(s) will further establish the extent of the inaccuracies. The completed work and processing
audits may also be run simultaneously.

The processing audit will employ the statistical definitions, procedures, and formulae set forth in this
document. These will be used in computing the error rate found in the review of all enroliment form
processing, manual and/or automated, which is determined based upon the CDHS's review of the
processing of the sample of forms. Additionally, more selective and specific audits may be
conducted by the CDHS whenever findings from either the completed work or the processing audits
indicate the presence of a problem to establish the extent of the problem.

Prior CDHS Approval Requirements: Communication between Contractor and Beneficiaries,
and Contractor and Other Entities

Prior CDHS review and written approval shall be received by the Contractor for all forms, form-
letters, and informing materials communication with applicants/beneficiaries, and other entities, and
individual correspondence to applicants/beneficiaries and other entities addressing enroliment
and/or disenrollment questions, unless the CDHS has approved previous “boilerplate” language. All
changes to the above shall also receive prior written CDHS approval. For each and every
occurrence where the Contractor fails to meet any of these requirements, the Contracting Officer
may notify the Contractor in writing that the requirement was not met. The Contractor shall have
five (5) business days to present to the CDHS for review and written approval a written retraction or
correction of previously released, unapproved material in publishable form, as well as the exact and
itemized costs of developing, printing/imaging or the like, producing, and mailing the unapproved
material. With CDHS review and written approval, this retraction or correction shall be
printed/imaged or the like, produced and mailed to all applicants/beneficiaries receiving the original
document(s) solely at the Contractor’'s expense within six (6) business days of CDHS review and
written approval of the retraction or correction. Further, the costs of developing, printing/imaging or
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47.

48.

49.

50.

51.

the like, producing, and mailing the original unapproved documents shall be borne solely by the
Contractor and shall be deducted from the next payment made to the Contractor by the CDHS.

The Contractor shall not communicate with other entities, including other State entities, unless prior
written approval is received from CDHS.

Per Diem

Any reimbursement to the Contractor for necessary travel and per diem for individuals performing
work under the Contract where the CDHS pays for the travel and per diem, including Change
Orders and Amendments, shall conform to the conditions and current payment practices in effect
for non-represented CDHS employees and shall be at rates not to exceed those amounts paid to
the non-represented CDHS employees in effect at the time, pursuant to the State Department of
Personnel Administration regulations.

No travel outside the State of California shall be reimbursed unless prior written authorization is
obtained from the Contracting Officer. Travel expenses shall be invoiced on forms provided by the
CDHS.

In lieu of paying the Contractor for travel expenses, the CDHS may at its option obtain airline tickets
or other travel arrangements on behalf of the Contractor.

Notice of Delay

Whenever the Contractor has knowledge that any actual or potential situation (including, although
not limited to, labor disputes) is delaying or threatens to delay timely, accurate or required
performance of the work under the Contract, the Contractor shall immediately, but not later than
one (1) business day after learning of the situation, give written notice and provide all relevant
information to the Contracting Officer. The Contractor shall require such notice from all
subcontractors and the requirement shall be placed into the language of the subcontract itself.

Definition of Terms

Where there is a conflict in terminology, the parties shall first rely on the definitions provided within
the Glossary of Terms (see Appendix 4). If the glossary does not define the term, then a definition
within the body of the Contract will prevail. In the absence of a definition in the Glossary of Terms
and within the body of the Contract, the parties agree to use the usual and customary meaning of a
term.

Use of Numerical Estimates

Numerical estimates are used throughout the Contract to provide further illustration of certain
narrative material. These estimates are not represented by the CDHS as future workload the
Contractor can expect nor as actual projections of expected activity or volumes. The Contractor
must develop its own estimates and projections for purposes of submitting the Narrative Proposal
and the various price bids.

Access Requirements

A. CDHS'’s Right to Monitor

The CDHS shall have the right to monitor all aspects of the Contractor’'s performance of the
Contract.
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Wherever a duty of access is imposed on the Contractor or its subcontractors in the Contract,
the Contractor shall have a duty to cooperate, which shall not be withheld, with CDHS staff,
authorized CDHS and/or federal representatives, and/or the Contracting Officer’s designees.

B. Access to Premises

To assure compliance with the Contract and for any other reasonable purpose, the CDHS and
its authorized representatives and designees, as authorized by the Contracting Officer, shall at
all times have the right of access, with or without notice to the Contractor, to the Contractor’s, or
its parent corporation’s, premises. Such premises shall include the HCO main operating facility,
and/or such other place where duties under the Contract are being performed, including the
Contractor’s data center, to inspect, monitor, or otherwise evaluate the work performed or being
performed therein, or to elicit information concerning the HCO Program Operations or any
related work. Badge request for CDHS and federal personnel shall be honored promptly by the
Contractor, with temporary badges provided upon request. Permanent badges, including
picture badges, must be supplied within five (5) business days of request, as authorized by the
Contracting Officer. The Contractor shall provide a badge system consisting of:

1) A badge requiring an escort.
2) A badge requiring no escort for all secured areas.
3) Such other security identification as may be approved by the Contracting Officer.

The Contracting Officer shall designate which category of badge each CDHS and federal staff
shall have.

All security areas shall be accessible to staff designated by the Contracting Officer. For any
instances of access in any area by the CDHS, the Contractor shall provide, and shall require
any subcontractor to provide, all reasonable facilities, cooperation and assistance to such
CDHS representatives in the performance of their duties. All such instances of access shall be
undertaken in such a manner as will not unduly delay work. The right of access referred to
herein shall include on-site visits by authorized designees of the CDHS including potential
Proposers for the purpose of procurement of a successor contractor.

If the above-stated Contracting Officer's authorized designees include the Contractor's
competitors during the procurement of the Contract, the Contracting Officer will give the
Contractor at least two (2) business days’ notice prior to the visit. If the above-stated
Contracting Officer’'s authorized designees include the Contractor's successor, the CDHS wiill
attempt to give one (1) business day’s prior notification to the Contractor. Should circumstances
not permit such a one (1) business day’s prior notification, the Contractor, upon proper
identification of the authorized designees of the Contracting Officer, shall make required
escorted access immediately available. This provision shall continue through Contract
transition. Such access shall be for the purpose of facilitating required Takeover activities.

The subsequent Contractor’s designated staff shall be issued visitor badges which require that
the staff be escorted at all times within the Contractor's main operating facilities, except when in
CDHS staff locations, or any cost reimbursed locations on the Contractor's premises. Badge
and escorting responsibilities of the Contractor shall not be unduly withheld or delayed. Such
access will not interfere with the Contractor's ongoing operations. During the period of time
access is allowed to the subsequent contractor, should any dispute between the Contractor and
the subsequent contractor arise as to any issue concerning this access, either party may
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request the assistance of the Contracting Officer. A mutually agreeable resolution will be
sought between the Contractor, the subsequent contractor and the Contracting Officer. If a
mutually agreeable resolution is not reached within five (5) business days, the Contracting
Officer shall make a final decision, subject to Exhibit E, Additional Provisions, Section 25
Subcontracts — Relationships Between Contractor and Subcontractor and Cost Reimbursable
Purchases.

Department of Health and Human Services (DHHS), CMS and General Accounting Office
(GAO) officials and other authorized CDHS and/or federal personnel shall have the right to
independent access to Contractor's premises upon the Contracting Officer providing the
Contractor a list of persons named by DHHS, CMS, GAO or other CDHS and/or federal
agencies as authorized to enter all Contractor premises engaged in Contract activities, upon a
showing of valid credentials to the Contractor. The Contractor shall permit access to premises
according to such a list, which the Contracting Officer shall keep current.

C. Audit Requirements

1) General

a. The Contractor shall maintain current books of account, records, documents, and other
evidence pertaining to its managerial, financial, and operational policies, procedures,
functions, and processes.

b. All records, books of account, papers, and supporting documents of the Contractor, any
affiliates or parent companies which may allocate or share expenses or assist or provide
for the Contractor's meeting Minimum Financial Criteria (see Exhibit E, Additional
Provision, Section 41, Minimum Financial Criteria), or any subcontractor providing
services to the Contractor shall be open to inspection during normal business hours by
the CDHS, its authorized representatives, or by other CDHS or federal agencies with
statutory or regulatory audit authority.

c. All such records, books and papers described above shall be available for review in the
State of California within five (5) business days of request except in such instances
where the Contractor's headquarters is located outside California and such documents
cannot be reasonably expected to be made available for review in California.

d. In order to examine the Contractor's records, books of account, papers, and documents
as may exist outside the State of California, the CDHS may, upon reasonable notice,
require that such records, books of account, documents, and papers, or a specified
portion thereof, be made available for examination in this CDHS or that with a
certification statement, a true and accurate copy of such records, books of account,
documents and papers, or a specified portion thereof, be furnished to the CDHS within
five (5) business days of receipt of request.

e. The books of account, records, documents, and other evidence pertaining to the
Contractor's managerial, financial, and operational policies, procedures, functions, and
processes shall not be removed from the State of California without prior written consent
of the Contracting Officer.

f. The Contractor's accounting procedures and practices shall conform to generally

accepted accounting principles. Costs applicable to the Contract shall be separately
identifiable and readily ascertainable there from. Revenue and expense records
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pertaining to the Contract shall be in sufficient detail to readily identify revenue source
and all direct and indirect costs under the provisions of the Contract.

g. All books of account, records, and documents shall be maintained separately for the
HPE System.

h. The requirements of Title 48, Code of Federal Regulations, Part 31, shall be applied in
determining the allowable direct and indirect costs incurred by the Contractor for cost
reimbursable work performed on the Contract or work ordered by a Change Order or
Amendment.

i. This Provision shall be incorporated in any subcontract of ten thousand dollars ($10,000)
or more. It shall also be incorporated in any subcontracts entered into with one (1) entity
or affiliates where the total dollar value of all such subcontracts exceeds ten thousand
dollars ($10,000).

j- If a parent corporation(s) is utilized by the Contractor in meeting Exhibit E, Additional
Provision, Section 38, Conflict of Interest, Incompatible Activity of Contractor and
Employees, requirements, the above provisions shall be applicable to that parent
corporation(s) as well.

2) Access to and Audit of Contract Records

a. In addition to the requirements found in Exhibit D (F), Special Terms and Conditions,
Provision 7, Audit and Record Retention, the Contractor and subcontractor(s) shall:

i. Preserve and make available all records pertaining to this Contract for an additional
period of four (4) years from the date of final payment under this agreement; thus,
total record preservation and availability will be seven (7) years; and

ii. Promptly notify the Contracting Officer of any request for access to any HCO
Program Operations records by any governmental agency or any other entity.

b. Should the CDHS direct the Contractor to contract for the audit, and should the audit or
examination find that the Contractor is not fulfilling its responsibilities according to the
terms of the Contract or that reports furnished in compliance with the provisions of the
Contract are not true and correct, the CDHS shall have the right to invoke any remedy
available under the Contract or under law or equity. Should an audit or examination
described above find that the Contractor has received payment to which it is not entitled
under the Contract, such payments may be recouped by the CDHS subject to the
Contractor's right to dispute the recoupment as set forth in Exhibit E, Additional
Provision, Section 20, Notification of Claims. Based on an audit or examination, the
CDHS may seek recoupment, through offset or legal action, following termination or
expiration of the Contract.

52. Escrow Bid Documents
A. Scope
The Contractor identified in the Notice of Intent to Award shall submit to the CDHS, within three
(3) calendar days after the posting of the Notice of Intent to Award, one (1) copy of all
documentary information developed by the Contractor in preparation of bid prices for this

procurement. This material is hereinafter referred to as “Escrow Bid Documents.” The Escrow
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Bid Documents of the apparent successful Proposer will be held in escrow for the duration of
the Contract. All other Proposers not identified in the Notice of Intent to Award shall be
prepared to submit Escrow Bid Documents upon request of the CDHS, in the event the
Contract is not awarded to the Contractor identified in the Notice of Intent to Award. Escrow
Bid Documents will be used to assist in the negotiation for the settlement of claims, in the
resolution of disputes, and in Change Order/Amendment pricing. They will not be used for pre-
award evaluation of the bidder’'s anticipated method of operations or to assess the Proposer’s
qualifications for performing the work.

The successful Proposer agrees, as a condition of award of the Contract, that the Escrow Bid
Documents constitute all of the information used in preparation of the bid, and that no other bid
preparation information will be considered in resolving claims, disputes, Change Orders and
Amendments negotiations. Nothing in the Escrow Bid Documents shall change or modify the
terms or conditions of the Contract.

If the Proposer’s proposal is based on subcontracting any part of the work, each subcontractor,
whose total subcontract price exceeds the lesser of five percent (5%) of the total Contract price
proposed by the Proposer shall provide separate Escrow Bid Documents to be submitted with
those of the Proposer These submittals will be examined in the same manner and at the same
time as the examination for the apparent successful Proposer.

B. Ownership and Confidentiality

The Escrow Bid Documents are and will always remain the property of the Proposer, subject
only to joint review by the CDHS and the Contractor.

The CDHS stipulates and expressly acknowledges that the Escrow Bid Documents constitute
trade secrets, and are proprietary and confidential. This acknowledgment is based on the
CDHS's express understanding that the information contained in the Escrow Bid Documents is
not known outside the Proposer’s business, is known only to a limited extent and only by a
limited number of employees of the Proposer, is safeguarded while in the Proposer’s
possession, is extremely valuable to the Proposer, and could be extremely valuable to the
bidder's competitors by virtue of it reflecting the Proposer's contemplated techniques of
operation. The CDHS acknowledges that the Proposer expended substantial sums of money in
developing the information included in the Escrow Bid Documents and further acknowledges
that it would be difficult for a competitor to replicate the information contained therein. The
CDHS further acknowledges that the Escrow Bid Documents and the information contained
therein are made available to the CDHS only because such action is an essential element of the
Proposer’s responsibility. The CDHS acknowledges that the Escrow Bid Documents include a
compilation of information used in the Proposer’s business, intended to give the Proposer an
opportunity to obtain an advantage over competitors who do not know of or use the contents of
the documentation.

The CDHS agrees to safeguard the Escrow Bid Documents and all information contained
therein, against disclosure to the fullest extent permitted by law.

C. Format and Content
Proposers may submit Escrow Bid Documents in their usual cost estimating format. Escrow Bid
Documents shall be adequate to enable complete understanding and proper interpretation for

their intended use. Escrow Bid Documents shall clearly itemize the estimated costs of
performing the work, for each level of work specified in this Contract (e.g., all Takeover
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activities, HCO Program Operations, each Hourly Reimbursement Group, etc.). Items shall be
separated into sub-items as required to present a complete and detailed cost estimate and allow
a detailed cost review. The Escrow Bid Documents shall include all labor, equipment,
calculations of rate of production and progress, copies of quotations from subcontractors and
suppliers, and memoranda, narratives, consultant’s reports, add/deduct sheets, and all other
information used by the bidder to arrive at the prices contained in the price proposal. Estimated
costs shall be broken down into the Proposer’s usual estimate categories such as direct labor,
repair labor, material, equipment, equipment operation, expendable materials, materials, and
subcontract costs as appropriate, etc. Plant and equipment and indirect costs shall be detailed
in the bidder’s usual format. The Proposer’s allocation of plant and equipment, indirect cost,
contingencies, markup and other items shall be included.

All costs shall be identified. For items and sub-items amounting to less than an amount to be
determined by the CDHS, the estimated unit costs will be acceptable without a detailed cost
estimate, providing that labor, equipment, materials, and subcontracts, as applicable, are
included, and provided that indirect costs, contingencies, and markup, as applicable, are
allocated.

Bidding materials provided by the CDHS shall not be included in the Escrow Bid Documents
unless needed to comply with the requirements of this provision.

D. Submittal

The Escrow Bid Documents shall be submitted by the apparent successful Proposer in a sealed
container. The container shall be clearly marked on the outside with the Proposer’'s name, date
of submittal, procurement identification, and the words “Escrow Bid Documents”.

The Escrow Bid Documents shall be accompanied with an index to inventory the contents of the
submittal, and the Bid Documentation Certification, signed by an individual authorized by the
Proposer to execute the price proposal. The Proposer shall use the Bid Document Certification
form shown in Exhibit 6-7.

Prior to award, only representatives of the CDHS will examine the index to the Escrow Bid
Documents of the apparent successful bidder. This examination is to ensure that the index is
detailed and complete, and conforms with the format and content requirements set forth herein.
If all the required documentation has not been indexed in the original submittal, a revised index
shall be submitted at the CDHS'’s discretion, prior to award of the Contract.

If the Contract is not awarded to the apparent successful Proposer, the Proposer next to be
considered for award shall, upon request of the CDHS, submit Escrow Bid Documents for
processing, within three (3) business days of receipt of the amended Notice of Intent to Award,
as requested above. Timely submission of complete Escrow Bid Documents is an essential
element of the Proposer's responsibility. Failure to provide the necessary Escrow Bid
Documents may be sufficient cause for the CDHS to reject the bid.

E. Storage
The Escrow Bid Documents will be placed in escrow, for the life of the Contract, in an institution
acceptable to both the CDHS and the Contractor. The cost of the storage will be the

responsibility of the Contractor.

F. Examination after Award of the Contract
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Both the CDHS and the Contractor shall examine the Escrow Bid Documents, at any time
deemed necessary by either the CDHS or the Contractor, to assist in the negotiation for the
settlement of claims, in the resolution of disputes, and in Change Order/Amendment pricing.
Examination of the Escrow Bid Documents is subject to the following conditions:

1) As trade secrets, the Escrow Bid Documents are proprietary and confidential;

2) The Contracting Officer and the Contractor shall each designate, in writing to the other party
and a minimum of five (5) business days prior to examination, representatives who are
authorized to examine the Escrow Bid Documents. No other person shall have access to
the Escrow Bid Documents; and

3) Access to the Escrow Bid Documents will take place only in the presence of duly designated
representatives of both the Contracting Officer and Contractor.

G. Final Disposition

Full control of the Escrow Bid Documents will be returned to the Contractor at such time as the
Contract has been completed and final settlement has been achieved.
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	C. Waiver of Claims 
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